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In fiscal 2008, we continued our transformation into a leading provider
of enterprise software. In the past year, we crystallized our Mission,Vision,
Strategy and Values to focus the full power of our worldwide organization
on our global opportunities.

We know what we are here to do.

Qur Mission is to make our Customers stronger.

We know where we’re going.
QurVision is to be the global leader in each of our target markets.

We know how to get there.
Our Strategy to achieve our Vision is to:
* Focus cur product development and go-to-market efforts in
our target markets
= Offer our Customers a superior experience
* Attain world-class performance in each of our functional disciplines

We know who we are and what we stand for.
Our Values are:

= Passion and commitment

* Integrity and honesty in all our relationships

» Teamwork

* Personal responsibility for results

* A conviction that Simpler is Better
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Customers
More than 4,500 customers in 40 countries

Geographic Markets Served

The Americas; Europe, Middle East, and Africa
{EMEA}; and the Asia-Pacific region including
Australia and New Zealand (APAC)

Solutions

Scalable business software applications tailored
{o specific vertical industries; provided in more
than 35 languages

Architecture
Flexible, web-based architecture that supports
mutiple hardware platiorms

Products

The Lawson product vision is to satisty the
complex needs of our customers in the simplest
possible manner, The Lawson product stack
consists of technology and applications:

User Productivity Platform

{includes Microsoft-tentric productivity tools)

» Lawson Smant Office

» Lawson Enterprise Performance Manapement

Appilcations

* Lawson S3 — for service-oriented companles
and organizations that “statf, source and serve”

* Lawson M3 - for companies that *make, move
and maintain™ goods or equipment

* Strategic Human Capital Management

Business Process Platform

(inctudes IBM-centric business process tools)
* Systern Foundation

« Business Process Management

Employees
Approximately 4,200 worldwide

Founded
1975

Fiscal Year-Eng
May 31

Headquarters
Saint Paul, Minnesota

Ticker Symbol
LWSN

Exchanges
The NASDAD Global Select
The Nordic Exchange

Shares Cutstanding
162,797,494 (a5 of August 18, 2008)
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Reflecting the greater value vve are delivering to our customers, each of our target
verticals achieved double-digit growth in sofiware license contracting over fiscal
2007. Moreover, the amount of our softveare contracts sold in these industries in
aggregate increased fo 64 percent of total contracting in fiscal 2008, up from 41
percent in fiscal 2007.

Simply Focused

Dear Stockhoiders,

Last year, | wrote to you about the vision we have set for our company — to become the world leader in
each of our target markets. The strategic imperatives | identified to achieve this vision were:

+ Aligning our entire company around our target markets
* Delivering a superior experience to our customers
+ Achieving world-class performance in each of our functional areas

In addition, we defined Lawson's financial strategy as one of profitable growth — not just growth and not
just profits but profitable growth. In order to achieve this objective, we needed greater market focus. That
meant a greater focus on selected target industries and markets so that our investments would have

a greater impact.

Focusing on Our Target Markets
Today, we are focusing on specific markets where we can become the world leader.
These include Distribution, Equipment Service Management and Rental, Fashion, Food,
Healthcare, Public Sector (United States), and Strategic Human Capital Management,
which is our one “honzontal” market.

Our vertical market focus guides our strategy and our investment decisions
- what products we develop, how we sell, how we install and how we
support our customers. We released 38 new or enhanced products in
fiscal 2008 — all targeted at these markets.

Examples include Lawson Contract Management for the Heatthcare
and Public Sector markets; Lawson QuickStep Government for
city and county governments; Lawson Trace Engine for the Food
industry; Lawson eSales for the Distribution industry and Lawson
ProcessFlow Integrator for Manufacturing and Distribution. One of
our major products released was Lawson Talent Management within
the Lawson Strategic Human Capital Management System. Lawson

Harry Debes
President and Chiel Executive Officer
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Talent Management helps organizations manage, develop and retain employees and identify and develop
top talent and emerging leaders.

Our enhanced vertical market focus has already started to pay off. Reflecting the greater value we are
delivering to our customers, each of our target verticals achieved double-digit growth in software license
contracting over fiscal 2007, Moreover, the amount of our software contracts sold in these industries in
aggregate increased to 64 percent of total contracting in fiscal 2008, up from 41 percent in fiscal 2007.

Focusing on a Superior Customer Experience

Our goal is to improve the business performance of our customers by delivering to them comprehensive
solutions that make them stronger.To do so we must positively differentiate not only what we sell

but also how we sell, install and support our solutions.We call this providing our customers with a
superior experience.

Toward this end, we have:

+ delivered Lawson QuickStep pre-configured industry-specific solutions that speed up implementations,
reduce costs, and deliver a faster return on investiment;

* increased the choices our customers have on how their Lawson projects are managed, delivered, and
supported. Our willingness and ability to act as the prime systems integrator remains a key differentiator
in the market;

* established a workforce of nearly 800 professionals in Manila, thereby giving us more development,
services and support capacity at competitive global rates;

= built up our global partner ecosystem to ensure that our customers have abundant access to trained
Lawson resources;

* expanded our managed and hosted application services to give our customers the option to
outsource the running and ongoing support of their applications directly to Lawson or to one of our
certified partners;

* introduced a new customer relationship management tool — MylLawson — which brings all customer
specific information (contracts, projects, invoices, issues, preduct news, etc.) into one online portal.
Mylawson gives each customer access to everything Lawson and, in turn, allows Lawson to treat each
customer as an individual;

* increased the capacity and competency of our personnel through new, stronger training and
development initiatives;

= significantly reduced the backlog and resolution time of outstanding product issues.

There are many additional initiatives underway designed to provide our customers with a superior
experience, and we will report on these in the coming year.
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Focusing on World-Class Performance

Our mission is to make our customers stronger. To achieve our mission, Lawson itself must remain strong,
healthy and highly competitive in our own business practices. To do so, we have challenged each functional
department within Lawsaon to benchmark itself to world-class standards and to outline a plan of achieving
that level of performance over a three-year period.

In support of our world-class performance goals, we are making key investments to upgrade our internal
systems and give our employees the tools they need. This involves projects like implementing Lawson

9 worldwide and establishing shared services centers in Europe and our Asia-Pacific region. It also

includes increasing utilization of our team in Manila, using Landmark Application Designer as our product
development environment, deploying the MyLawson customer portal and enhancing our employee training
and development programs.These are investments we are undertaking now that will deliver significant
benefits to our business — and make us stronger for our customers — for many years to come,

In Summary

In the past two fiscal years, we have transformed our company strategically, operationally and financially.
In fiscal 2008 we delivered record revenue and operating profits but we realize that there is still more
work to do to achieve world-class performance. Given the investments we have already made and the
support we are receiving from our customers and prospects, | am confident we will get there within the
next three years.

In closing, | would like to thank our customers, employees, partners and you — our stockholders — for your
continued support.

Sincerely,

Ny

Harry Debes
President and Chief Executive Officer
August 29, 2008
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Lawson is 2 global provider of enterprise business software. We provide business
application software, services and maintenance to customers in the services
sectorn, trade industries, and manufacturing/distribution sectors. Within these
broad sectors, we focus on vertical markets including Distribution, Equipment
Service Management and Rental, Fashion, Food, Heafthcare, and Public Sector
(United States). We also focus on one horizontal market with our new

Strategic Human Capital Management product line.

QOur robust, scalable solutions support customers with complex business needs
that are often industry-specific. Our customers range from mid-size to large,
global organizations.We provide our software in 35 languages to more than
4,500 customers in 40 countries.

Fiscal 2008 Highlights

+ Achieved record toial revenues and operating profit
+ Grew total revenues by 4% to $852 million
- License fee revenues increased 25% to $132 million
- Maintenance revenues rose 5% to $337 million
- Consulting revenues grew 9% to $383 million
* Improved operating profit to $51 million
* Introduced 38 new products and enhancements
* Launched Strategic Human Capital Management solution combining a world-class

Human Resource Management suite with integrated Talent Management and
Workforce Management suites

* Maintained healthy balance sheet with $486 mitlion in cash, cash equivalents and
marketable securities

* Repurchased | |.6 million shares for $105.6 million

Key Financial Trends
Annual Revenue Net Income (Loss)
{in Millions) (in Millions)

$18 610
$8
f- $5
!
L
4 se1)
o4 05 06 ©F 08 ™ 05 o6- 07 08

* Intentia Internatioral AB acquired in Apnl 2006

fm — - ——— - - — e s emn - —————— e ——————

Page 6 Lawson 2008 Annual Review

Cash, Cash Equivalents,
and Marketable Securities
{in Millipns)

$554




Oldcastle

With over 2,200 users in 230 locations across the United States and Canada, Architectural
Products Group {APG) - a division of Oldcastle, Inc. - recently licensed Lawson M3
Manufacturing Operations, Finance Management, and Supply Chain Management suites. This
array of Lawson applications creates an industry-specific system and allows for increased
visibility into their many product lines. Having the ability to see their product from beginning
to end, the Lawson system enables APG to react to the needs of their customers and
suppliers when they appear throughout the manufacturing and distribution chain.

“Lawson applications help us make better-informed decis'ons for our company
through improved efficiency and accuracy in our business processes. As we
continue to grow and expand our business, Lawson can both facilitate and adapt
with that growth.”

Frank Murtagh, Cheef Informauon Officer,
Oidcastle APG

Spectrum Health

Recognizing the need for an integrated solution to help manage hiring and overall talent
management activities more efficiently, Spectrum Heatth chose the Lawson Talent Management
Suite ~ part of the new Lawson Strategic Human Capital Management System. This suite also
helps to tie individual benchmarks and performance to organizatronal objectives and help HR
make informed decisions to support business strategies. The Lawsen Talent Management Suite
allows Spectrum Health to link its people to real organizational results,

“We selected Lawson Talent Management because its industry-specific and
focused functional capabilities, plus its user friendliness, really met our needs
as a heafthcare organization.”

Crystal Janvory-Craft, Director,

Center for Talent and Organizational Development,
Spectrurn Health

Mercury Companies

Deciding to handle their own migration, Mercury Companies made their own move from
Lawson 8.0.3 environment to Lawson System Foundation 9.0. After completing the Lawson
System Foundation Customer Certification Program, their staff was well prepared to take on
their migration task.The certification program is designed to ensure companies, like Mercury,
have the training, skills, and support necessary to migrate using their own technical resources.
The Lawson System Faundation Certification Program empowered Mercury Companies to
make deployment decistons that were right for their specific business needs.

“We have a more complex technology environment than a typical Windows
client setting and we felt confident and well-positioned to handle this migration
on our own under the Lawson certification program.”

Bevan Bryan, IS Manager,
Mercury Companies
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Innovation, Focus,
and Simplicity

Lawson enterprise applications deliver
rich functionality using innovative
technologies combined with deep
industry knowledge. Qur applications
help customers build their husiness at
a lower cost and with a higher return
on investment than other afternatives.
Our customers can see their
operations more clearly so they can
increase productivity while controlling
costs. improving our customers’ vision
also helps them sge the future more
clearly fo manage it more effectively.

Our three product fines — Lawson S3,
Lawson M3, and Lawson Strategic
Human Capital Management — fit
together in many different ways to
meet the differing needs of customers
in the industries we choose to

focus on. Overall, Lawson solutions
enable our customers to simplify
their organizational operations by
streamlining processes and reducing
costs, resulting in enhanced business
or operational performance.
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Meeting of Stockholders

The Lawson annual stockholder meeting will be held at |0 a.m. Central time Thursday,
October 16, 2008, at Lawson corporate headquarters located at 380 Saint Peter Street,
Saint Paul, Minnesota.

Financial and Other Investor Information

Electronic copies of the Annual Report on Form 10-K filed with the Securities and
Exchange Commission and other financial documents are available on our website
at wwwilawson.com/investor.

Corporate Offices

Lawson Software, Inc.

380 Saint Peter Street

Saint Paul, MN 55102, United States
Direct: 651-767-7000

Toll Free (U.5. and Canada). 800-477-1357

Lawson Investor Relations
e-Mail: investor@lawson.com
Phone: 651-767-4890

Independent Registered Accounting Firm
PricewaterhouseCoopers LILP

Stock Registrar and Transfer Agent

BNY Mellon Shareholder Services, LLC

480 Washington Boulevard

Jersey City, New Jersey 07310-1900, United States

t-888-213-0972

TDD for Hearing Impaired: 800-231-5469

Foreign Shareholders: 201-680-6578

TOD for Foreign Shareholders: 201-680-6610

Web Site Address: www.bnymellon.com/shareholder/isd

Forward-looking Statements

This annual review contains forward-looking statements that contain risks and uncertainties.
These forward-looking statements contain statements of intent, belief or current expectations
of Lawson Software, Inc. and its management. Such forward-looking statements are not
guarantees of future results and involve risks and uncertainties that may cause actual results
1o differ materially irom the potential resufts discussed in the forward-looking staiements, The
company is not obligated to update forward-looking statements based on circumstances or
events that occur in the {future. Risks and uncertainties that may cause such differences are
listed in ttem 1A "Risk Factors” in the company’s most recent Annual Report on Form 10-K
filed with the Securities and Exchange Commission. The Company undertakes no obligations
to revise or publicly release the resufts of any revision to these forward-tooking statements.
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Executive Officers

Harry Debes
President and Chief Executive Officer, Director

Robert A Schriesheim
Executive Vice President and Chief Financial
Officer, Diregtor

Eduardo S. Sanchez
Executive Vice President, Sales

Colin M. Balmtorth
Senior Vice President, Global Support

Craig A. Bickel
Senior Vice President, Chief Information Officer

Dean J. Hager
Senior Vice President, Product Managemant

Bruce B. McPheeters
Senior Vice President, Secretary and
General Counsel

Stefan 8. Schulz
Senior Vice President, Finance

Guenther Tolkmit
Senior Vice President, Product Development

Kristin E. Trecker
Senlor Vice President, Human Resources

Board of Directors

H. Richard Lawson

Co-Chairman of the Board

Co-Founder and Former Chief Executive Officer,
Lawson Software, Inc.

Romesh Wadhwanl
Co-Chairman of the Board
Founder and Managing Partner,
Symphony Technology Group

Steven C. Chang
Partner and Co-Founder,
Clearlake Capital Group

Harry Debes
President and Chief Executive Officer,
Lawson Software, Inc.

Peter Gyenes
Former Chairman and Chief Executive Officer,
Ascential Software

David R. Hubers
Former Chairman and Chigf Executive Officer,
American Express Financial Advisors Inc.

Michael A Rocca
Former Senior Vice President and
Chief Financial Officer, Mallinckrodt Inc.

Robert A Schriesheim
Executive Vice President and Chief Financial
Ofiicer, Lawson Software, Inc.

Paul Wahi
Former Chief Executive Officer of SAP America

N




LAWS@N"

Headquarters:

Regional Offices:

Americas

Brazil, Chlle, Canada,
Mexica, Honduras,
United States, Venezuela

Asia

China, Hong Kong,

Kovea, Malaysia,
Philippines, Singapore,
Taiwan, Thailand, Vietnam

Australia & Oceanla
Australia, New Zealand

Northermn Europe
Denmark, Estoria, Finland,
HNorway, Sweden

Northwestern Europe
Beiglum, The Nethertands,
keland, South Africa,

United Kingcom

Central Europe
Austrla, Czech Reputlic,
Germany, Hungary,
Poland, Slovalda,
Switzestand

Southern Europe
France, lsrael, ftaly,
Portugal, Spain

UsA

380 St. Peter Street

St. Paul, MN 55102-1302
Tel +1 651 767 7000
info@lawson.com

United States
Tel +1 651 767 7000
infous@lawson.com

Singapore

Te) +65 6788 8769
Fax +65 6788 8757
Infoasia@lawson.com

Australia

Tel +61 2 8437 5600
Fax +61 2 8437 5699
infoanz@lawson.com

Sweden

Tel +46 8 5552 5000
Fax +46 B 5552 5999
infonardic@lawson.com

United Kingdom

Tel +44 1344 360273
Fax +44 1344 868351
inforw@lawson.com

Germany

Tel +49 2103 89060
Fax +49 2103 8906 199
infoce@lawson.com

France

Tel +33 134 208000
Fax +33140392507
infoso@lawson.com

www.lawson.com

For more information about Lawson business solutions, visit
www.lawson.com, or ¢all 800-477-1357 or 651-767-7000

{U.S. and Canada); outside North America, call +46 (0)8 5552 5000.

Lawson, Lawson Software, and the Lawson logo are trademarks of Lawson Software, Inc. Other product or
services names mentioned may be trademarks of Lawson or the respective owners of those trademarks.

Note: Customer statements should not be viewed as endorsements of L awson securilies.
Copyright © 2008 Lawson Software, Inc. Al rights reserved. EEQ/AA C-AR704 0908
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Forward-Locking Statements

In addition to historical information, this Annual Report on Form 10-K contains forward-looking
statements. The forward-iooking statements are made in reliance upon the safe harbor provisions of the
Private Securities Litigation Reform Act of 1995, The words “believe,” “expect,” “anticipate,” “intend,”
“estimate,” “forecast,” “project,” “should” and similar expressions are intended to identify “forward-
looking statements™ within the meaning of the Private Securities Litigation Reform Act of 1995.
Forward-looking statements include, among others, statements about our future performance, the
continuation of historical trends, the sufficiency of our sources of capital for future needs, the effects of
acquisitions and the expected impact of recently issued accounting pronouncements. The forward-
looking statements are subject to certain risks and uncertainties that could cause actual results to differ
materially from those anticipated in the forward-looking statements. Factors that might cause such a
difference include, but are not limited to, those discussed in Item 1A “Risk Factors.” Readers are
cautioned not to place undue reliance on these forward-looking statemenis, which reflect management’s
opinions only as of the date hereof. The Company undertakes no obligation to revise or publicly
release the resulls of any revision Lo these forward-looking statements. Readers should carefully review
the risk factors described in this Annual Report on Form 10-K and in other documents we file with the
Securities and Exchange Commission (SEC).

Part I

AT

When we refer to “we,” “our,” “us,” the “Company,” “Lawson” or “Lawson Software,” we mean
Lawson Software, Inc. and its subsidiaries. Unless otherwise indicated, references to our fiscal year mean the
fiscal year ended on May 31 of such year.

Item 1. Business
General

Lawson Software is a global provider of enterprise software. We provide business application
software, services and maintenance to customers primarily in the services sector, trade industries, and
manufacturing/distribution sectors. Within these broad sectors, we specialize in specific markets
including healthcare, public sector in the U.S., food, fashion, wholesale distribution, equipment services
and rental, and manufacturing. In the manufacturing sector we serve both process manufacturing and
discrete manufacturing customers. In the service sector we serve both asset-intensive and labor-intensive
services enterprises. Our goal is to be the leading global enterprise resource planning (ERP) software
provider in our target markets, with a particular focus on meeting the needs of mid-market customers
and customers with limited information technology budgets, referred 10 as resource constrained
customers.

On April 25, 2006, Lawson acquired Intentia International AB (Intentia), a Stockholm, Sweden-
based provider of enterprise software, in an all-stock transaction valued at $460.9 million. The
combination with Inientia provided a greater operational scale, a broader product porifolio, and
broader geographic reach with which to compete in the global enterprise application market. See
Note 4, Business Combinations, in Notes to Consolidated Financial Statements of this Form 10-K for
additional information.

Lawson serves customers in three geographic regions: the Americas; Europe, Middle East, and
Africa (EMEA); and the Asia-Pacific region including Australia and New Zealand (APAC). We provide
software in 35 languages, have sold to more than 4,500 customers in 40 countries and have
approximately 4,200 employees located throughout the world.

Our software solutions include enterprise financial management, human capital management,
business intelligence, asset management, enterprise performance management, supply chain



management, service management, manufacturing operations, business project management and
industry-tailored applications. Lawson solutions assist our customers in simplifying their businesses or
organizations by helping them streamline processes and reduce costs resulting in enhanced business or
operational performance. Lawson solutions help aulomate and integrate critical business processes,
aiding in collaboration among our customers and their pariners, suppliers and employees. Through our
consulting services we primarily help our customers implement Lawson applications. Through our
maintenance services we provide ongoing support, upgrades, and assistance to our customers.

We generate revenue through software license fees, fees for consulting, including training and
implementation services, and fees for customer support and maintenance. We market and sell our
software and services primarily through a direct sales force, which is augmented by channel pariners
and resellers.

Lawson was founded and incorporated in 1975. In February 2001, we reincorporated in Delaware
through a merger with our predecessor, Lawson Associales, Inc., a Minnesota corporation. We
established a new Delaware corporation as our parent company as part of the acquisition of Intentia in
April 2006.

Lawson has offices in over 29 countries around the world. Our principal executive offices are
located at 380 Saint Peter Street, Saint Paul, Minnesota 55102-1302. Qur main telephone number at
that location is 651-767-7000. Our website is at www.lawson.com. Other than the information expressly
set forth in this annual report, the information contained or referred 10 on our website is not part of
this annual report.

Environment

We face a compelitive and challenging environment for sales of our software and services. Industry
consolidation continues to be a primary factor shaping the selling environment. Our vertical market
focus and low total cost of ownership continue to be differentiators on which we compete in the
market,

Consolidation

In recent years, the enterprise software industry has seen numerous consolidations, mergers and
acquisitions. This activity has included acquisitions made by larger companies seeking to acquire
customers or to fill out their product line as well as consolidations of companies of similar size joining
forces in order to beiter compete in the market. For example, in 2003, J.D. Edwards & Company was
acquired by PeopleSoft Inc. Subsequently in 2005, PeopleSoft was acquired by Oracle Corporation.
Oracle also acquired Retek Inc. in 2005 and Seibel Systems, Inc. in 2006. In July 2006, Infor Global
Solutions (Infor) acquired SSA Global and has become another major provider of enterprise software
in the industry,

White this consolidation has resulted in larger competitors with broader product lines, it has also
resulled in fewer competitors and less choice for customers. We believe the industry consolidation has
created a void in the market, particularly for customers with information technology resource or budget
constraints, which generates an opportunity for Lawson. We believe that many of our target customers
are interesled in more software choices than two or three vendors and that we are a competitive choice
compared with the large horizontal players on one end of the industry spectrum and the smaller niche
players on the other end.

Vertical Market and Customer Focus

Lawson, including our acquired businesses, focuses on several vertical industry markets including
healthcare, public sector in the U.S., food, fashion, wholesale distribution, equipment services and

SR
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rental, and manufacturing. We believe an industry-specific focus is fundamental to our ability to heip
our customers achieve their desired results from their enterprise application investments. Expanding
our vertical market capability and worldwide customer base was a driving force behind our combination
with Intentia in 2006.

While we have developed specific expertise in the markets we serve, we manage our company as a
single business unit with leaders who are knowledgeable in the sale of our products and services, and
support of customers of all sizes across all industry verticals. Many of our products have applications
across multiple indusiries and are well-suited for customers outside our targeted verticals. For example,
our human capital management, enterprise financial management, business intelligence and asset
management solutions have broad application across many industries. We have customers both inside
and outside our targeted verticals with business needs that are well addressed by our products and
solutions. We have experienced sales account executives and consultants who focus on these customers,
and a significant part of our business is conducted outside of our targeted verticals. To achieve greater
operational scale and leverage costs, we operate as one business segment and we have integrated the
operations of the former Intentia and the legacy Lawson under one leadership structure for all
verticals.

We believe we have established an expertise in the markets and with the customer segments we
serve. Because many businesses in our targel markets are mid-to-large-size, we also have developed an
expertise serving the mid-market, which comprises the vast majority of our customer base. We consider
the mid-market to have strong growth potential for ERP vendors during the next few years.
Increasingly, businesses within this category are looking 10 buy, add to or replace the systems that they
are using to help manage their financial, human resources, procurement, distribution or other business
management processes.

Lawson’s industry-specific focus and flexibie product design enable quicker and easier deployment
of our software. We believe our expertise within our markets allows our services teams (o simplify the
process of deploying our applications. As a result, our customers are able to save time, effort and
expense in implementing, maintaining and using Lawson applications. In addition, Lawson’s
professional services organization provides industry-specific implementation advice focused on the best
uses of our software and delivery of value for our customers. OQur industry-specific orientation, flexible
product design and customer focus help differentiate Lawson from larger competitors in the enterprise
applications market.

Competition

The enterprise applications software industry is intensely competitive, rapidly changing and
significantly affected by new product offerings and other market activities. Some of our compelitors
have an advantage over us due to their larger customer bases, larger technical staffs, greater brand
name recognition and substantially greater financial and marketing resources. We believe that the
principal competitive factors affecting our market include:

* Product features, functionality, performance and price

* Knowledge of a customer’s industry and tailored solutions
* Company stability, resources and reputation

* Ease of integration and speed of implementation

* Level of customer service

» Sales and marketing efforts

* New product and technology introductions
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We believe Lawson has compeltitive advantages over a number of our competitors. Some of these
advantages include:

* 33 years of experience serving mid-markel customers
* Low total cost of ownership

* Industry-specific experience

* Industry-focused solutions

* Openness and flexibility of our software’s architecture

Lawson’s most frequently encouniered competitors are SAP AG and Oracle Corporation. Both are
large, global ERP vendors that are increasingly targeting mid-sized businesses as their traditional
larger-customer market becomes saturated. We believe there is market demand for a vendor like
Lawson that can offer scalable applications that are simpler 10 implement and operale than the more
complex applications of SAP and Oracle. Our focus is on delivering simpler solutions with lower total
ownership costs.

As a larger, stronger company after the combination with Intentia in April 2006, Lawson is better
positioned to compete and win against SAP and Oracle in all customer engagements, but especially for
resource-constrained mid-sized organizations. Our product portfolio now spans all core enterprise
applications, and mid-sized organizations account for the majority of our installed customer base. By
increasing our scale and the range of our products, we believe that Lawson will also provide a
compelling alternative to attempts by Microsoft, another significant competitor, to move into the
middle-market segment. We are pursuing this same strategy when we compete with Infor. Infor has
become a large global competitor through acquisitions of several enterprise software companies.

Lawson has also strengthened its competitive position by launching innovative new products like
Lawson Smart Office, Lawson Strategic Human Capital Management, Lawson System Foundation, and
Lawson QuickStep solutions for specific industries. Increasingly, we are generating applications using
our Landmark Application Designer, a proprietary application design tool that significantly reduces the
lines of software code in applications. We have also significantly improved our consulting and
maintenance offerings to give our customers greater choice in how we install and support their Lawson
applications and technology.

Products and Solutions

Lawson’s enterprise software solutions focus on providing competitive advantages and business
flexibility to our customers. Lawson’s solutions fall within three main product lines: Lawson 83
Enterprise Management System, Lawson M3 Enterprise Management System and Lawson Strategic
Human Capital Management with many of the solutions in each product line having broad, cross-
industry application.

Lawson 83 Products and Solutions—Lawson 53 applications help customers “staff, source and serve”
in their respective markets. Lawson 83 applications include human capital management, enterprise
financial management, supply chain management, enterprise performance management, and overall
system foundation. The Lawson 53 is specifically designed for services-centric industries.

Lawson M3 Products and Selutions—Applications in the Lawson M3 product line provide solutions
for customers who “make, move and maintain” goods or equipment in their markets. The Lawson M3
application suites include financial management, manufacturing operations, enterprise asset
management, supply chain management, customer sales and service, enterprise performance
management, business process managemenlt, and overall system foundation. The Lawson M3 product

e



[l

line is geared for product-centric and trade-oriented businesses facing resource constraints and whose
processes are often complex and industry-specific.

Lawson Strategic Human Capital Management Products and Solutions—Applications in the
Lawson Strategic Human Capital Management product line provides solutions for cusiomers to
strategically manage their workforce. The Lawson Strategic HCM application suites include talent
management, human resource managemenl, and workforce management. The Lawson Strategic HCM
product line is geared for cross-industry global markets.

Benefits of Our Solutions

We provide business application software in over 40 countries that helps automate and improve
our customers’ business processes. The flexible architecture of our software gives customers a choice to
deploy a pre-configured application or to customize the application in order 1o conform to unique
business processes. The benefits of our software include:

Automation, Collaboration and Analysis. Qur software automates business processes, enables
collaboration among process participanis and delivers detailed analyses of process results. In addition,
in many situations, our back-office software suites can be implemented with our front-office solutions
and tools 10 deliver broader organizational benefits, For example, our service automation software can
be configured 10 enable managers to identify and assign the appropriate personnel to projects based on
skills and availability. The service automation software has been designed 10 work in conjunction with
our other software application suites to allow personnel to enter their time and expenses associated
with a project into our software, permitting these entries to be processed through (i) our financial
management software to assist with project accounting; (ii) our payroll application to update time
records; (iii) our accounts payable application to reimburse employee expenses; (iv) and our enterprise
performance management application to deliver financial, project and resource performance reports to
appropriate managers,

Industry-Tailored Solutions. We use our expertise in targeted vertical industries to provide
pre-configured functionality that addresses the specific business needs of these industries, thus
increasing the “out-of-the-box” utility of our applications. For example, our healthcare supply chain
software has preconfigured categories for many critical hospital supplies that can sireamline and -
optimize the supply chain for one hospital or an entire network, and our fashion and apparel solution
is designed for companies that need to manage goods idemtified by such attributes as style, size, and
color.

Flexible, Web-Based Architecture.  Our software can be deployed with pre-configured functionality
or customized to conform to the customer’s business processes using our software extension tools. Our
flexible architecture enables our software to run on most leading hardware and operating system
platforms and to operate with the leading relational database management systems, This altows our
customers to choose the most appropriate platforms independently from selecting our applications.
Furthermore, our applications can interface with most legacy systems through standard interfaces and
integration protocols. Qur application run time foundation includes world-class middleware components
from IBM Websphere. Because many of our applications do not require software to reside on the
desktop computer and are accessed directly through a standard Web-browser, internet application or a
supporied wireless device, we believe many of our applications can be deployed and used without
extensive training. Our software is scalable for a large, global enterprise as well as small and medium-
sized businesses.

Rapid and Cost-Effective Implementation.  Our industry focus and flexible software can enable fast,
efficient deployment. We believe our knowledge of our targeted indusiries allows our industry-focused
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consulting services teams to implement our software with an in-depth understanding of the business
needs of the customer, thereby in many cases reducing time, effort and expense.

Types af Software

The Lawson 83 and Lawson M3 software product lines are composed of core business applications,
enterprise performance management applications and software extension tools.

Lawson $3 Enterprise Management System Software

Lawson Enterprise Financial Management. The Lawson 83 Financials Suite helps organizations
drive enterprise value with enhanced information and a platform for sustainable compliance. All
financial suite applications are integrated and share common master data where appropriate. The
Lawson 83 Financials Suite provides solutions for the full cycle of finance from budgeting and
forecasting, through the management of projects and activities, to the reporting of results.

Lawson Supply Chain Management. ‘The Lawson 83 Supply Chain Management Suite is a full
suite of integrated procurement and distribution solutions with low total cost of ownership to mid- and
upper-mid-market companies who seek reduced costs through enhanced supply chain processes and
more effective supply management.

Lawson Software for Retailers. Lawson’s retail-specific software applications are built for
high-volume retail enterprises 10 manage item information, category planning and review, assortment,
pricing, promotions, warehouse replenishment, multi-channel ordering, store replenishment, forecasting
and order determination. Lawson relail applications can help retailers select store locations, find the
right product mix, and run successful promotions.

Lawson Services Management. The Lawson 83 Services Management Suite includes Services
Automation, which provides professional services organizations with tools to manage work, resources,
time, expenses, and finances; Portfolio Manager, which analyzes active and prospective engagements to
help determine which ones will deliver the best returns; and Time and Expense, which captures time
and expense data in one place for employees, non-employees, offsite workers, and international staff,

Lawson Emnterprise Performance Management (EPM). The Lawson S3 Enterprise Performance
Management Suite is a suite of capabilities and applications designed (o optimize corporate
performance and corporate governance. It can access a variety of common data sources including both
Lawson and non-Lawson applications. Lawson EPM can be set up to provide actionable, role-based
self-service information from a single data source to aid decisions throughout an enterprise. Within the
EPM Suite, the Lawson Business Intelligence product can help sireamline the way organizations gather,
analyze, share, and act on business data.

Lawson Smart Office.  The Lawson Smart Office is an intuitive, personalized user interface that
allows users to directly access Lawson and Microsoft applications and update data pervasively and
instantly across the applications. Lawson brings together Microsoft productivity, mobility and
coilaboration tools, such as Microsoft Excel, Outlook, Word, PowerPoint and Groove, with Lawson
enterprise applications. Lawson Smart Office enhances user productivity and provides information
sharing, data composition, interface personalization and rich analytics capabilities.

Lawson Business Process Management. The Lawson 83 Business Process Management Suite can
be added to almost any Lawson application to tailor the application to a customer’s specific needs.
These tools include Business Process Automation and Workflow Tools, which allows organizations to
notify employee’s of action in the system that needs their attention or approval based on their business
process rules; business-to-business communication and application-10-application Integration Tools,
which connect Lawson software applications with external sysiems, legacy systems, lransaction systems,
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custom applications, and handheld devices; Development Tools, which allow developers to customize
Lawson’s interface, and deploy Lawson software in new ways; System Tools, which allow an IT team to
monitor and manage an organization’s Lawson system.

Lawson 83 System Foundation. The Lawson 83 System Foundation is the technical foundation
that determines, to a substantial degree, the performance and value of the customer’s business
software. Lawson System Foundation is an open, standards-based technology that consolidates Lawson
runtime technology with world-class technology and middieware from 1BM to help address customers’

-expectations for ease of implementation, application performance, investment protection, securily and

scalability.

Industry-Tailored Solutions. Lawson S3 has also used ocur indusiry-expertise in targeted industries
to provide functionality that addresses the specific business needs of these industries. Examples of these
industry-tailored applications for the Lawson 83 product line industry solutions include: Surgical
Instrument Management, Par and Cycle Counting, Receiving and Delivery, Performance Management
for Healthcare, Retail Operations, and Grant Management.

Lawson M3 Enterprise Management System Software

Lawson Financial Management. The Lawson M3 Finance Suite enables customers to capture,
analyze and manage financial information related to their companies’ operations. Lawson M3 finance
includes accounting, costing, cash management, budgeting, consolidation and transaction management
functionality. Its flexible accounting structures and processes are designed to operate in multiple
currencies and {0 help manage local legal and tax requirements.

Lawson Manufacturing Operations. The Lawson M3 Manufacturing Operations Suite enables
organizations to centrally manage product data and control the manufacturing execution process. It can
help manage complex configured and attribute-controlled products and directly supports costing,
planning and execution. Advanced functions support a company’s best practices such as lean
manufacturing and meeting complex regulatory requirements (such as traceability and shelf life).

Lawson Supply Chain Management. The Lawson M3 Supply Chain Management Suite is designed
to increase visibility and improve material flow through the supply chain, in order to optimize the use
of resources and inventory. Supply Chain encompasses sophisticated planning and optimization tools,
configurable warehouse execution functions, advanced procurement applications, and comprehensive
fulfillment and scheduling capabilities.

Lawson Enterprise Asset Management. The Lawson M3 Enterprise Asset Management (EAM)
Suite is a preconfigured maintenance solution that provides asset data management, preveniive
maintenance, work order control, diagnostics management and siatistical analysis which can significantly
enhance the management of operational assets.

Lawson Enterprise Performance Management. The Lawson M3 Enterprise Performance
Management Suite is a set of applications that cross functional and process boundaries to consolidate
and administrate data in an organization and make this data available in an appropriate format to
those who need it. The suite extracts and can be set up to consolidate daia generated by dispersed
systems and uses pre-built information models to speed up both the design and delivery time of key
measurements to information users.

Lawson Customer Sales and Service.  The Lawson M3 Customer Sales and Service Suite offers a
solution for market development, sales and after-sales service processes, particularly in multi-channel
sales environments. Applications include sales and marketing automation, e-sales, sales management,
service management, rental management, maintenance order management, and project management.




Lawson Smart Office.  The Lawson Smart Office is an intuilive, personalized user interface that
allows users to directly access Lawson and Microsoft applications and update data pervasively and
instantly across the applications. Lawson brings together Microsoft productivity, mobility and
collaboration tools, such as Microsoft Excel, Qutlook, Word, PowerPoint and Groove, with Lawson
enterprise applications and business intelligence.

Lawson Business Process Management. The Lawson M3 Business Process Management Suite
provides companies the means to connect, configure and customize their enterprise application system.
This suite permits the customization of role-based portals and user interaction,
application-to-application integration, business-1o-business communication, business process automation
and workflow which allows organizations to notify employee’s of action in the system that needs their
attention or approval based on their business processes and business rules; thereby ensuring that
cuslomers’ enterprise needs for business process modeling are fully supported.

Lawson M3 System Foundation. The Lawson M3 System Foundation Suite provides and manages
the essential applications and functions necessary to run and operate the Lawson M3 Enterprise
Management System. The technology layer is composed of updated technology stacks that combine
Lawson’s best runtime technology, Web services and document archiving capabilities with IBM
WebSphere Application Server ND and 1BM DB2 Content Manager technology.

Lawson Strategic Human Capital Management

Lawson Strategic Human Capital Management product line is a full suite of products to help
customers transform the role of the Human Resources professional from an administrative and policy
enforcing role to that of a strategic business partner.

Lawson offers a stand-alone Strategic Human Capital Management solution or an integrated ERP
to mid- and upper mid-market companies that seek alignment of people and processes. Lawseon
Strategic Human Capital Management On-Demand is a new software as a service offering that offers
customers a monthly price and single point of contact for their installation. Hosting services are
provided by partners including one from IBM Hosting in its world-class certified data centers. The
Lawson Strategic Human Capital Management solution is also available in the traditional fashion
through perpetual license.

The Lawson Strategic Human Capital Management System includes three Lawson suites. Each
suite comes with robust applications customers can use to strategically manage their workforce.

Lawson Talent Management. The Lawson Talent Management Suite delivers integrated 1ools
designed to heip customers link together people, strategy, and execution. It helps customers manage,
develop and retain their workforce.

Lawson Human Resource Management. The Lawson Human Resource Management Suite helps
HR contribute to organizational excellence with applications that support cost effective management of
human resources business processes. Lawson HRM is designed to offer an alternative to large complex
ERP and stand-alone HR solutions,

Lawson Workforce Managemeni. The Lawson Workforce Management Suite automates time
intensive staffing and scheduling tasks.

Maintenance and Customer Support

Given Lawson’s focus on seeking to provide the lowest cost of ownership for our customers, we
offer a comprehensive customer care program called Lawson Total Care. This includes software
upgrades, updates, and corrections for the software under maintenance, as well as various levels of



support including access to our knowledge base and the Lawson support team, technical advice, and
application management.

Our maintenance and customer suppori is delivered through Lawson’s Global Support & Delivery
organization of approximately 400 employees and contractors operating from product support centers
and regional support centers located around the world, supporting our global cusiomer base.
State-of-the-art facility and technical infrasiructure provides for efficient collaboration with our
customers’ internal support centers as well as with pariners.

Consulting Services

Lawson offers a broad range of services to our customers in approximately 40 countries throughout
the world. From the initial assessment and planning, to the implementation, through an upgrade and
even providing extended support, we leverage Lawson applications to best enable our customers’
desired business outcomes. Our consulting services focus on quick implementation that lowers the total
cost of ownership. We do this through simplified delivery methods including pre-configured solutions
and delivery through global solution centers.

Lawson Learning provides the training and tools required to quickly and cost-effectively Irain on
Lawson applications. Software users can access a large library of training solutions delivered via
e-learning, attend a class, or take role-based training.

Technology Architecture
New Technology Platform

Lawson provides flexible, open, standards-based software solutions. We believe that the open
architecture of Lawson’s solutions provides superior quality, a low total cost of ownership, and a path
1o a Services Oriented Architecture (SOA). Launched in 2006, our technology platform—“Lawson
System Foundation”—combines Lawson’s newest technology with middleware from IBM for a
high-performance, standards-based solution that provides comprehensive security, scalability, and
usability. It also preserves customers’ choice of hardware piatform while providing a foundation for
next-generation Lawson applications designed for use within SOA environments.

New Application Architecture

In 2006, we launched a new standards-based technology application platform called “Landmark,”
which will be used for products developed and released in the future. The new platform was designed
to deliver business applications that are simple, adaptable and manageable. A Lawson innovation,
Landmark is our new technology and pattern-driven applications construction model designed to help
customers mitigate application complexity by reducing the lines of instructions required to design and
build Lawson software applications. In addition to reducing development time, Landmark generates
Java code, which should help reduce the risk of errors, This Java-based code delivers inleroperability
that protects and extends Lawson cusiomers’ existing IT investments while working to ensure
compatibility with future applications and technologies.

This new business applications platform is designed to increase overall application quality and
improve the product lifecycle experience for Lawson customers, from construction to deployment,
implementation, integration, maintenance, and upgrades. Based on a SOA, Landmark is designed to
enable Lawson and our customers to quickly and easily modify and customize business processes for
rapidly changing business needs. The significant reduction in lines of code errors and the move to an
entircly open and standards-based technology will also help reduce implementation times and further
lower total cost of ownership.
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Landmark-developed applications and Web services will share the same data repository as
customers’ existing Lawson applications which will enable our customers to more easily transition to the
new platform with fewer cosls.

Our Lawsen Strategic Human Capital Management product was developed using Landmark and
we plan to develop future Lawson products using Landmark, for both Lawson M3 and Lawson 83
products. These products are expected to run on an industry standard J2EE applications server. Under
our expanded partnership with IBM, we plan 10 optimize our applications to work with IBM’s
WebSphere Application Server. Lawson will offer a backbone of standards-based Web Services for SOA
environments. Landmark supports key standards such as simple object access protocol {SOAP),
web-service description language (WSDL), and extensible markup language (XML).

Principles

Lawson’s technology architecture is based on the concept of “Separation of Concerns,” in which
there is a clear separation of the application and technology layers: the user interface, Web services,
application components, database services, and connections to external systems. This approach gives
Lawson the flexibility to deliver releases for the technology or application layers on different schedules,
adopt new technologies and standards more readily, and develop industry-specific applications. Lawson
helps protect customer investment and reduce the risks of transition to new releases. Lawson’s
technology architecture adheres to the following principles:

Simplicity. 'We believe most of the problems in the software industry are caused by the
overwhelming complexily of applications. We seek to solve the complex problems of our cusiomers with
the simplest possible solution. Lawson’s applications are designed for simplicity of use from
implementation through life cycle management; in the user interfaces, in business processes, and
through support and maintenance.

Open Standards-Based Architecture.  Lawson pursues open standards and a service-oriented
architecture for applications. Services such as Lawson Web Services and Lawson ProcessFlow Integrator
can help our customers connect their other systems to Lawson, allowing our customers to work with
the computing platforms and technologies they prefer or must maintain, such as custom-built legacy
systems. With Lawson’s open architecture, there is no need for our customers to abandon other
technology investments or rebuild infrastructure to fit Lawson. Lawson’s systems operaie on most
industry standard hardware platforms including IBM, Sun, and Hewlett-Packard, and industry standard
operaling systems, including IBM i, UNIX, and Microsoft Windows servers.

Rich User Experience. Lawson provides a consistent, casy-10-use, self-evident user experience,
Many of Lawson’s products use the latest presentation technology from Microsoft including thin-client
Browser—based interfaces and rich client interfaces based on Windows Presentation Foundation, which
means that a customer’s internet, intranet, or extranet connection gives quick, easy, and secure access
1o those applications. Lawson’s user inleraction technology may reduce staff training time, speed
implementation, ease administration costs, and give customers a more rapid return on their Lawson
investment.

Scalability. Our architecture is designed to grow with our customers and meet their evolving
strategic needs. Lawson applications are designed to be able io scale, extend, and utilize resource
upgrades to meet the changing needs of an organization.

Security. Lawson’s application and technology infrastructure can allow customers to build security
policies as simple or complex as needed to meet the organization’s security requirements. Security
policies can be created that authorize end users to access only the Lawson applications required to get
their job done. Security rules can be assigned to securable application objects which in turn can be
assigned to roles and users within an organization. Lawson security architecture implements modern
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authentication and authorizalion concepis and provides useful tools for simplified modeling and
maintenance.

Architecture Model

Lawson’s architecture is based on scalable industry standard J2EE environments. Our solutions are
offered across multiple configurations, giving customers choices for their platform, operating system,
and database.

User Access Layer

Thin Client. Provides user access via a PC, desktop, laptop, or mobile device. Browsers and thin
clients that connect via an Internet/intranet connection, access application components. Lawson Portal
(53) and Lawson Workplace (M3) provide Web-based interfaces to Lawson applications, Lawson
extensions, non-Lawson applications, and other sources of information at websites that users can access.

Lawson Smart Office.  Lawson Smart Office is a new rich client user interface for Lawson
applications. It is a unique business software platform that connects Lawson and Microsoft Office
applications in a single, simplified environment. It delivers an intuitive user interface that allows
user-specific customization and personalization to put the right 1ools and information on every user’s
screen. Lawson Smart Office can incorporate features such as documents, two- and three-dimensional
graphics, and video. With ils intuitive design, Lawson Smart Office can help companies achieve greater
data discipline because the interface will help ensure that people use the system and work with data in
the right manner. Lawson Smart Office is designed to improve user and group productivity for anyone
relying on Lawson and Microsoft solutions to do their job.

Web Server Layer

Web Services. Lawson supporis indusiry standards-based connectivity {o application components.
The Web server, Internet Object Services, Lawson Workplace and the Lawson Portal are key
components for deploying Lawson applications via the Internet. By using multiple configurations of
Lawson System Foundation which uses 1BM’s WebSphere Application Server, Lawson delivers
scalability for high volume processing. Services such as Internet Object Services, provide data mining
and Drilt Around®—a key feature that allows drilling down to sub-detail information related to certain
Lawson applications.

Application/Database Server Layer

Business Logic.  Provides a sel of integrated business rules for Lawson core applications, These
applications can be deployed separately or together as integrated solutions.

Database. Provides customers the flexibility to select their optimal relational database. Current
databases supported include IBM DB2, Oracle and Microsoft SQL Server.

Active Object Repository. A dynamic enterprise data model that includes Interface Form
Definitions, Information Relationships, Process Definitions, Logic Definitions, Security Definitions,
Transaction Management Definitions, and Open Application Interfaces.

Lawson System Foundation. The foundation of Lawson’s architecture and critical to system
performance, scalability, availability, and reliability; oversees all activilies on the Lawson application
server, including securily, system resources, transactions, data access, and job schedules.

Application Server.  Gives customers flexibility to use whatever platform fits their size, budget or
strategic direction. Lawson products use industry standard middleware from IBM to run on a variety of
hardware platforms such as Compagq, Dell, Hewleit Packard, IBM, Microsoft, and Sun,
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Sales and Marketing

We market and sell our software and services solutions through a combination of a direct sales
force, strategic alliances with systems integrators and resellers. Our direct sales force and services
organizations are aligned with our strategy of providing industry-tailored applications. Within each
industry, we have a sales 1eam dedicated 1o prospective customers and another dedicated 10 sales to
existing customers. We also have regional sales teams that focus on specific geographic territories. Our
sales and service offices are located in three geographic regions: the Americas, EMEA and APAC.

In addition to our direct sales teams, we enter into strategic alliances with systems integrators and
resellers to benefit from our partners’ resources, expertise and customer base. Business partner
alliances allow us to expand our markel presence through increased awareness of our software
applications within our partners’ organizations and customer bases, and through their personnel who
are trained to implement our software. Our channel partners market and promote our software
products and typically provide implemenitation services to their end-users. Channel pariners generate
sales leads, make initial customer contacts, and assess needs prior to our introduction. In addition,
some of our channel partners engage in customer support and localization of our products. We also
engage in joint marketing programs, presentations at seminars, allendance at trade shows, and the
hosting of conferences with many of our business partners.

We also use application service providers (ASPs) to distribute our prodects in a hosted
environment. ASPs allow us to reach small- to medium-sized businesses that prefer a hosted solution.
Our software’s architecture is easily distributed over the Internet and is highly scalable to serve many
customers, It also supporis multi-tenancy, which lets ASPs securely host multiple customers on a single
set of our applications.

Research and Development

Since our inception, we have made substantial investments in software product development. We
believe that timely development of new software applications, enhancements to existing software
applications and the acquisition of rights to sell or incorporate complementary technologies and
products into our software offerings are essential to maintain our competitive position in the market.
The business application software market is characterized by rapid technological change, frequent
introductions of new products, changes in customer demands, and rapidly evolving industry standards.

We are committed to continued investment in R&D to enhance our existing products as well as
new applications using our Landmark development for both the Lawson M3 and Lawson $3 product
lines.

Our total research and development expenses were $85.4 million, $85.3 million, and $60.7 million
in fiscal 2008, 2007 and 2006, respectively. As of May 31, 2008, our research and development
organization consisted of approximately 800 employees. See Item 7, Management’s Discussion and
Analysis of Financial Condition and Resulls of Operations for further discussion of R&D expenses.

Trademarks

“Lawson” and “Lawson Software” are registered trademarks in the United States and the
European Union. Other trademarks and trade names appearing in this document are the property of
their respective holders.

Intellectual Property and Product Liability

We regard certain aspects of our internal operations, software and documeniation as proprietary,
and rely on a combination of contract, copyright, patent, trademark and trade secret laws and other
measures, including confidentiality agreements, 1o protect our proprietary information. Existing
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copyright laws afford only limited protection. We believe that, because of the rapid pace of
technological change in the computer software industry, trade secret and copyright protection is less
significant than factors such as the knowledge, ability and experience of our employees, frequent
software product enhancements, and the timeliness and quality of support services. We cannot
guarantee that these protections will be adequate, or that our competitors will not independently
develop 1echnologies that are substantially equivalent or superior to our technology. Historically, we
have provided our customers source code for many of our products. We may elect to distribute only
object code in the future. In either case, we will permit customers to obtain access to our other source
code through a source code escrow arrangement. Access to our source code may increase the likelihood
of misappropriation or other misuse of our intellectual property. In addition, the laws of certain
countries in which our software producis are, or may be licensed, do not protect our software products
and intellectual property rights to the same extent as the laws of the United States and Sweden.

Software companies have increasingly applied for, and relied on, the protection of patents. To date,
we hold two United States patents and have filed several patent applications. These applications may
not resull in issued patents and, even if issued will not provide assurance of a competitive advantage.

We do not believe our software products, third-party software products we offer under sublicense
agreements, our trademarks, or other Lawson proprietary rights infringe the property rights of third
parties. However, we cannot guarantee that third parties will not assert infringement claims against us
with respect to current or future software products or that any such assertion may not require us to
enter into royalty arrangements or result in costly litigation. Under the license agreements with our
customers, we agree to indemnify our customers for third-party claims that our products infringe the
intellectual property rights of those third parties.

We are also exposed to product liability risks under applicable country and state laws. We generally
attempt to limit our exposure to product liability claims with customers as part of our license
agreements. However, local laws or unfavorable judicial decisions might diminish or invalidate the
scope of these limitations.

Employees

As of May 31, 2008, we had approximately 4,200 employees, including approximately 800 in sales
and marketing, approximaiely 800 in research and development, approximately 2,100 in services and
customer support and approximately 500 in administration. None of our employees in the U.S. are
represented by a labor union; however, in certain international subsidiaries workers councils represent
our employees.
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Executive Officers

The foltowing sets forth our executive officers as of June 30, 2008, their age, position and a brief
description of their business experience:

Name Age Position

Harry Debes .. .......... 57 President, Chief Executive Officer, Director
Robert A. Schriesheim . . ... 48 Executive Vice President, Chief Financial Officer
Eduardo Sanchez . ........ 52 Executive Vice President, Sales

Colin Balmforth. ... ...... 47  Senior Vice President, Support & Delivery

Craig Bickel ............ 57 Senior Vice President, Chief Information Officer
Dean J. Hager........... 41  Senior Vice President, Product Management
Bruce B. McPheeters . ... .. 53 Senior Vice President, Secretary and General Counsel
Stefan Schulz. .. ......... 41 Senior Vice President of Finance

Guenther Tolkmit ... ..... 56 Senior Vice President, Product Development
Kristin Trecker .......... 43  Senior Vice President, Heuman Resources

Harry Debes has served as our president and chief executive officer and as a director since June
2005. From November 2003 until June 2005, Mr. Debes was president and chief executive officer of
SPL Worldgroup, a leading provider of enterprise software to the electric utility industry. From May
2001 until joining SPL. Worldgroup, he was employed by JIb Edwards & Co., an enterprise software
company, where he served as senior vice president Americas until JD Edwards was acquired by
Peoplesoft, Inc. in August 2003. From 1990 until May 2001, Mr. Debes was employed by GEAC
Computer Corporation, an enterprise software company, While working for GEAC, Mr. Debes held a
variety of positions including managing director of GEAC Asia-Pacific and president of GEAC
Enterprise Solutions for the Americas.

Robert A. Schriesheim has served as a director since May 2006 and as executive vice president and
chief financial officer since October 2006. From 2002 until October 2006, he was a venture partner and
general partner of ARCH Development Partners LLC, a Chicago-based technology venture capital
fund. From 1999 (o 2002, he was executive vice president of corporate development, chief financial
officer, and a director for London, England-based Global Telesystems, Inc. where he led the financial
restructuring and sale of the company. Global Telesystems, Inc. was a $1 billion publicly traded
provider of telecommunications services Lo businesses throughout Western and Central Europe and
Russia, backed by George Soros and affiliates. Previously, he held various executive positions at SBC
Equity Partners, Ameritech, AC Nielsen, and Brooke Group Ltd. He also serves on the boards of
publicly-traded Alyst Acquisition Corp., MSC Software Corporation, Skyworks Solutions Inc. and
several private lechnology companies.

Eduardo S. Sanchez has served as our executive vice president of global sales since September
2007. From September 2006 until August 2007 when Cartesis 5.A. was acquired by Business
Objects S.A., Mr. Sanchez served as chief operating officer at Cartesis §.A., a Paris-based business
performance management software provider. From 1993 until August 2006, Mr. Sanchez worked for
MicroStrategy Inc., a provider of business intelligence software. He held various roles at MicroStrategy
including managing director for European operations, vice president of international operations, and
most recently as corporate vice president of worldwide sales and services. Before joining MicroStrategy,
Mr. Sanchez worked in consulting roles with Bender Management Consultants based in Virginia and
Esin Consultora S.A. in Argentina,

Colin M. Balmforth has served as our senior vice president of global support since December 2007,
From September 2005 until December 2007, Mr. Balmforth was vice president of professional services
for Intelliden Software, a provider of intelligent networking software solutions. From July 2003 until
September 2005, Mr. Balmforth was chief operating officer and executive vice president for Conexus
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Pariners an advisory consulting firm for the enterprise resource planning (ERP) software market. From
1998 to 2003, Mr. Balmforth held several senior management positions with Peoplesoft, Inc. and J.D.
Edwards Company, including global responsibility for the support business functions at those ERP
software companies. From 1984 until 1998, Mr. Balmforth held various support and services
management positions with several sofiware companies. Mr. Balmforth was based in Europe from 1984
until March 2000.

Craig A. Bickel has served as our senior vice president and chief information officer since June
2008. From December 2005 until joining us in June 2008, Mr. Bickel was employed by
AlixPartners LLP, a management consulting firm. From 1992 until February 2005, he was employed by
Cabot Corporation, a specialty chemical manufacturer, where he served as vice president and chief
information officer from 1994 until February 2005.

Dean J. Hager has served as senior vice president of product management since April 2006.
Mr. Hager served as our chief product officer from June 2004 until April 2006, executive vice president
emerging markets from June 2003 until June 2004, executive vice president global products division
from February 2001 until May 2002, executive vice president worldwide marketing from June 2000 to
February 2001, vice president, e-business marketing from June 1999 until June 2000, and director of
marketing for our former AS/400 business unit from May 1998 until June 1999. From March 1989 to
May 1998, Mr. Hager was employed by IBM, where he held several management positions, with his last
position held as senior program manager with its server products division.

Bruce B. McPheeters has served as corporale secretary since Oclober 1999, general counsel since
April 2000 and senior vice president since June 2002, Mr. McPheeters served as vice president
administration from April 2000 until May 2002 and corporate counsel from September 1999 until April
2000. From 1981 until joining Lawson in September 1999, Mr. McPheelers was a business lawyer in
private practice, focusing primarily in the areas of intellectual property, securities, and mergers and
acquisitions of privately and publicly held companies. From December 1995 until September 1999, he
was employed by the law firm of Gray, Plant, Mooty, Mooty & Bennett, PA.

Stefan B. Schulz has served as senior vice president of finance since October 2007 and as senior
vice president—global controller from October 2005 until September 2007. In addition, Mr. Schulz
served as our interim chief financial officer from August 2006 until October 2006 and has served as our
principal accounting officer since October 2005. From November 1993 until joining us in October 2005
he was employed by BMC Software, Inc. a provider of enterprise management solutions that empower
companies 10 automate their IT and align it to the needs of the business. While at BMC Software, he
served as corporate controller from February 2001 to May 2004 and most recently as vice president of
revenue operalions. Prior to joining BMC, Mr. Schulz was employed by Arthur Andersen LLP in their
audit and business advisory practice.

Guenther Tolkmit has served as senior vice president of product development since April 2006.
Mr. Tolkmit served as the chief technology officer of Intentia from September 2005 until the time of
the merger with Lawson in April 2006, and vice presideni support and delivery for Intentia from March
2005 until August 2005. Before joining Intentia, Mr. Tolkmit served as chief operating officer and chief
technology officer for Parsytec AG from 2001 until February 2005. Mr. Toikmit has also served in a
number of senior roles at SAP AG including vice president of technology management, worldwide chief
marketing officer, and senior vice president of SAP Ventures. He had formerly held management
positions at Software AG, Cullinet Inc., and Siemens AG.

Kristin Trecker has served as senior vice president of human resources since April 2006 and vice
president of human resources from June 2004 until April 2006. Prior to assuming that position,
Ms. Trecker held a variety of roles within the Lawson human resources organization since 1994. Prior
to joining Lawson in 1994, Ms. Trecker was employed in a variety of roles in the healthcare and gaming
industries.
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Available Information

We make available, free of charge, on our website (www.lawson.com) our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and any amendments to
those reports filed or furnished pursuant 1o Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended, as soon as reasonably practicable after we have electronically filed or furnished such
materials to the Securities and Exchange Commission. The information posted on our website is not
incorporated into this Annual Report on Form 10-K.

Financial Information About Geographic Areas

For financial information about geographic areas see Note 14, Segment and Geographic Areas, in
Notes to Consolidated Financial Statements of this Form 10-K.

Item 1A. Risk Factors
Factors That May Affect Our Future Results or the Market Price of Our Stock

We operate in a rapidly changing environment that involves numerous uncertainties and risks.
Investors evaluating our company and our business should carefully consider the factors described
below and all other information contained in this Annual Report on Form 10-K. This section should be
read in conjunction with the Consolidated Financial Statements and Notes thereto and Management’s
Discussion and Analysis of Financial Condition and Results of Operations included in this report. Any
of the following factors could materially harm our business, operating results and financial condition
and/or negatively affect our stock price. Additional factors and uncertainties not currently known to us
or that we currently consider immaterial could also harm our business, operating results and financial
condition. We may make forward-looking statements from time to time, both written and oral. We
undertake no obligation 1o revise or publicly release the resulls of any revisions to these forward-
looking statements based on circumstances or events which occur in the future. The actual results may
differ materially from those projected in any such forward-looking statements due to a number of
factors, including those set forth below and elsewhere in this report.

The enterprise software business is highly competitive.

We compete with Oracle Corporation, SAP AG, Infor Global Solutions, Inc., Microsoft
Corporation, McKesson Corporation and other larger software companies that have advantages over us
due to their larger customer bases, greater name recognition, long operating and product development
history, greater international presence and substantially greater financial, technical and marketing
resources. If customers or prospects want to reduce the number of their software vendors, they may
elect to purchase competing products from Oracle, SAP, Infor or Microsoft since those larger vendors
offer a wider range of products. Furthermore, Oracle is capable of bundling its software with its
database applications, which underlie a significant portion of our installed applications. We also
compete with a variety of more specialized software and services vendors, including;

* single-industry software vendors;

* human resource management software vendors;

» financial management software vendors;

* manufacturing software vendors;

* merchandising software vendors;

« services automation software vendors;

* sofiware integraiors and outsourced services providers; and

* Internet (on demand} software vendors.
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We believe that Oracle, SAP and other competitors are discounting their products and services on
an increasing basis to attempt to gain market share in the markets where we compete. Some
compelitors are also increasingly aggressive with offering payment terms, contractual warranties,
implementation terms or guarantees that are more favorable to customers and prospects. Competitors
may entice our customers and prospects to switch sofiware vendors by offering those customers or
prospects free or heavily discounted products or services, and other more favorable contract terms. We
may be unable to continue to compete successfully with new and existing competitors without lowering
prices or offering other favorable terms to customers that lower our margins and increase our risks. We
expect competition to persist and intensify, which could negatively impact our operating resulls and
market share.

Economic, political and market conditions, can adversely affect our revenue growth and operating results.

Our revenue and profitability depend on the overall demand for enterprise software and related
maintenance and services, particularly in the industries and geographies in which we sell our products
and services. Demand for enterprise software and demand for our solutions are affected by general
economic conditions, competition, product acceplance and technology lifecycles. Regional and global
changes in the economy, governmental budget deficits and political instability in certain geographic
areas have resulted in businesses, government agencies and educational institutions reducing their
spending for technology projects generally and delaying or reconsidering potential purchases of our
products and related services. The uncertainty posed by the long-term effects of escalating oil prices,
the global economic slowdown, continuation of the global credit crisis, the war in the Middle East,
terrorist activities, potential pandemics, natural disasters and related uncertainties and risks and other
geopolitical issues may impact the purchasing decisions of current or potential customers. Because of
these factors, we believe the level of demand for our products and services, and projections of future
revenue and operating results, will continue to be difficult to predict. These geopolitical risks could also
impede employee travel and our business operations in any affected regions.

Our revenues, and in particular our software license revenues, vary each quarter and are difficult to predict.

Revenues from license fees in any quarter depend substantially upon our licensing activity with
new and existing customers, and our ability to recognize revenues in that quarter under our revenue
recognition policies. If we do not continue to develop or acquire new products, licensing activity with
existing customers will decline. Licensing activity for our products drives maintenance and services
revenues because we sell maintenance and services for only our products. A decrease in licensing
activity will typically lead to a decrease in services revenue in the same or subsequent quarters. If we
do not have sufficient licensing activity with new customers each year, our maintenance revenue for the
following year will decline because new customers are needed to offset the percentage of existing
customers who scale back their businesses, reduce licenses and maintenance contracts, are acquired, or
otherwise choose not to renew annual maintenance. Qur sales force and marketing team must continue
to generate sales leads among existing customers and prospective customers. When we “qualify” a lead,
that lead becomes part of our sales “pipeline.” If our pipeline does not continue to grow in our
different markets and geographies, our revenues will eventually decline. The rate al which we converl
our pipeline into actual sales can vary greatly from year to year for the following reasons:

* The period between initial customer contact and a purchase by a customer may vary and can be
more than one year. During the sales cycle, prospective customers may decide not to purchase
or may scale down purchases because of competing offers, budgetary constraints or changes in
the prospecl’s management, strategy, business or industry. Increasingly, customer or prospect
organizations are taking more steps to approve the purchase of our products and services. Often
times, we must wait for a customer or prospect’s board of directors to approve a purchase.
These added approval requirements can delay the sales cycle and jeopardize the likelihood of
completing the sale.
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* A substantial number of our existing and prospective customers make their purchase decision
within the last few weeks or days of each quarter. A delay or deferral in a small number of large
new software license transactions could cause our quarterly license revenue to fall significantly
short of our predictions.

* Prospective customers may decline or defer the purchase of new products if we do not have
sufficient customer references for those producis.

* New products or technologies, software industry mergers and other software industry news may
create uncertainly and cause customers and prospective customers to cancel, postpone or reduce
capital spending for our products.

Because a substantial portion of our software license revenue contracts are completed in the latter
part of a quarter, and our cost structure is largely fixed in the short term, unexpected revenue shortfalls
and deferrals have a disproportionately negative impact on our profitability.

We may not retain or attract customers if we do not develop new products and enhance our current products
in response to technological changes and competing products.

The enterprise software market is faced with rapid technological change, evolving standards in
computer hardware, software development and communications and security infrastructure, and
changing needs and expectations of customers. Building new products and service offerings requires
significant investment in development. A substantial portion of our research and development resources
are devoted to regulatory and maintenance requirements and product upgrades that address new
technology support. These demands put significant constraints on our resources available for new
product development. We also face uncertainty when we develop or acquire new products because
there is no assurance that a sufficient market will develop for those products.

We may be unable to identify or complete suitable acquisitions and investments; and any acquisitions and
investments we do complete may create business difficulties or dilute earnings.

As part of our business strategy, we intend to pursue strategic acquisitions in the future. We may
be unable to identify suitable acquisitions or investment candidates. Even if we identify suitable
candidales, we cannot provide assurance that we will be able 10 make acquisitions or investments on
commercially acceptable terms. If we acquire a company, we may incur losses in the operations of that
company and we may have difficulty integrating its products, personnel and/or operations into our
business. In addition, its key personnel may decide not to work for us. These difficulties could disrupt
our on-going business, distract our management and workforce, increase our expenses and adversely
affect our operating results. We may also incorrectly judge the value or worth of an acquired company
or business. Furthermore, we may incur significant debt or issue equily securities to pay for future
acquisitions or investments. The issuance of equily securities may be dilutive to our stockholders. If the
products of an acquired company are not successful, those remaining assets could become impaired,
which may result in an impairment loss that could malerially adversely impact our financial position
and results of operations.

A significant portion of our future revenue is dependent upon our existing installed base of customers
continuing to license additional products, as well as purchasing consulting services and renewing their annual
maintenance agreements.

If our existing customers fail to renew their mainienance agreements or elect not to purchase new
products or additional services from us at historical levels, our revenues and results of operations could
be materially impacted.
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Competitors may take advantage of our limited intellectual property protection.

We consider certain aspects of our internal operations, software and documentation to be
proprietary, and rely on a combination of contract, copyright, trademark and trade secret laws to
protect this information, In addition, we currently hold two patents in the U. S. and have filed several
patent applications. Outstanding applications may not result in issued patents and, even if issued, the
patents may not provide any competitive advantage. Copyright laws afford only limited protection
because those laws do not protect product ideas. In addition, when we license our products 1o
customers, we provide source code for many of our products. Customers may also access source code
through a source code escrow arrangement. Access to our source code could provide an opportunity for
companies to offer competing maintenance and product modification services to our customers.
Defending our intellectual property rights is time consuming and costly.

Deterioration in our relationships with resellers, systems integrators and other third-parties that market and
sell our products could reduce our revenues.

Our revenue growth will depend, in part, on adding new partners 1o expand our sales channels, as
well as leveraging our relationships with existing partners. If our relationships with these resellers,
system integrators and strategic and technology pariners delerioratle or terminate, we may lose sales
and marketing opportunities. Some current and potential customers rely on third-party systems
integrators to implement and manage new and existing applications. These systems integrators may
increase their promotion of competing enterprise software applications, or may otherwise discontinue
their relationships with us. We also license third-party software products that we incorporate into, or
resel] with, our own software products. For example, we incorporate Micro Focus International, Inc.’s
software in many of our products and have reseller and alliance relationships with IBM, Business
Software Incorporated, Business Objects and other businesses that allow us to resell their offerings with
our products and services. These relationships and other technology licenses are subject to periodic
renewal and may include minimum sales requirements. A failure 10 renew or early termination of these
relationships or other technology licenses could adversely impact our business.

Charges to earnings resulting from past acquisitions may adversely affect our operating results.

Under purchase accounting, we allocate the total purchase price to an acquired company’s net
tangible assets, intangible assets and in-process research and development based on their fair values as
of the date of the acquisition and record the excess of the purchase price over those fair values as
goodwill. Management’s estimates of fair value are based upon assumptions believed to be reasonable
but which are inherently unceriain. Going forward, the following factors could result in material
charges that would adversely affect our results:

* impairment of goodwill or intangible assets;

* identification of assumed contingeni liabilities subsequent to the finalization of the purchase
price allocation;

* charges to income (o eliminate certain Lawson pre-merger activities that duplicate those of the
acquired company or to reduce our cost structure; or

International sales and operations subject us to risks that can adversely affect our operating resulis.

We derive a substantial portion of our revenues, and have significant operations, outside of the
U.S. Qur international operations include software developmenl, sales, customer support and
administration. We face chaltenges in managing an organization operating in various countries, which
can entail longer payment cycles and difficulties in collecting accounts receivable, fluctuations in
currency exchange rales, overlapping tax regimes, difficulties in transferring funds from certain
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countries and reduced protection for intellectual property rights in some countries. We must comply
with a variety of international laws and regulations, including trade restrictions, local labor ordinances,
and import and expori requirements.

We may experience foreign currency gains and losses,

We conduct a significant portion of our business in currencies other than the U.S. dollar. Our
revenues and operating results are affected when the dollar strengthens or weakens relative to other.
Changes in the value of major foreign currencies, particularly the Euro, Swedish Krona and British
Pound relative to the U.S. doliar can significantly affect our revenues and operating results. Recognized
balance sheet exposures are partially offset by forward currency contracts. Net foreign currency
transaction gains and losses, resulting primarily from recognized balance sheet exposures, are recorded
within earnings in the period incurred.

Litigation may adversely affect our business, financial condition and results of operations.

We are subject to legal and regulatory requirements applicable to our business and industry
throughout the world. We are subject to various legal proceedings and the risk of litigation by
employees, customers, suppliers, stockholders or others through private actions, class actions,
administrative proceedings or other litigation. Litigation can be lengthy, expensive, and disruptive to
our operations and results cannot be predicled with certainty. There may also be adverse publicity
associated with litigation, regardless of whether the allegations are valid or whether we are ultimately
found liable. As a result, litigation may adversely affect our business, financial condition and results of
operations.

Others may claim that we infringe their intellectual property rights.

Many participants in the technology industry have an increasing number of patents and have
frequently demonstrated a readiness to 1ake legal action based on allegations of patent and other
intellectual property infringement. These types of claims are time consuming and costly 1o defend. If a
successful claim is made against us and we fail to develop or license a substitute technology, cur
business, results of operations, financial condition or cash flows could be adversely affected.

Qur products are deployed in large and complex systems and may contain defects or security flaws.

Because our products are deployed in large and complex systems, they can only be fully tested for
reliability when deployed in networks for long periods of time. Qur software programs may contain
undetected defects when first introduced or as new versions are released. Our customers might
encounter difficulties with the implementation of cur products, discover defects in our products,
experience corrupiion of their data or encounter performance or scaling problems only after our
software programs have been deployed. As a consequence, from time to time we have received
cuslomer complaints or been sued. In addition, our products are combined with products from other
vendors. As a result, should problems occur, it may be difficult to identify the source of the problem.
Software and data security are becoming increasingly important because of regulatory restrictions on
data privacy and the significant legal exposures and business disruptions stemming from computer
viruses and other unauthorized entry or use of computer systems. We may not be able to avoid or limit
liability for disputes relating to product performance, software security or the provision of services.
Product defects and security flaws could expose us to product liability and warranty claims and harm
our reputation, which could impact our future sales of products and services.
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Open source software may diminish our license fees and impair the ownership of our products.

The open source community is comprised of many different formal and informal groups of
companies, software developers and individuals who have created a wide variety of software and have
made that software available for use, distribution and modification, often free of charge. Open source
software, such as the Linux operating system, has been gaining in popularity among business users. If
developers contribute enterprise application software to the open source community, and that sofiware
has competitive features and scale to business users in our markets, we will need to change our product
pricing and distribution strategy to compeie. If one of our developers embedded open source
components into one of our products, without our knowledge or authorization, our ownership and
licensing of that product could be in jeopardy. Depending on the open source license terms, the use of
an open source component could mean that all products delivered with that open source component
become part of the open source community. In that case, we would not own those delivered products
and could not charge license fees for those products. We currently take steps to train our developers
and monitor the content of products in development, but there is no assurance that these steps will
always be effective.

Our profit margin for consulting services is lower than margins related to the other aspects of our business.

The consulting part of our business is highly competitive, is less proprietary, and industry-wide
carries a much lower gross margin than the other aspects of our business. For fiscal 2008, consulting
services represented approximately 45.0% of our total revenues. Since our acquisition of Intentia in
April 2006, we have taken measures to improve our profit margin for consulling services, including
improving utilization of services personnel and moving portions of our consulting services to our lower
cost operations in Manila, Philippines. We have experienced margin improvements over the past two
fiscal years and expect to make continued improvements going forward. However, our consulting
services business is highly sensitive 10 customer demands, competitive pressures and other external and
internal forces. Our actions to improve our consulling services margin may be offset by these forces
which could negatively impact our operating results.

We have started to deliver our Strategic Human Capital Management Solution through Software as a Service
{SaaS), which may adversely affect our operating profit margins because the SaaS license and delivery model
differs substantially from our traditional business practices.

Traditionally, we have licensed and delivered our products to customers under a perpetual license,
with the customer being responsible for obtaining and operating the computer hardware for that
software. We have begun to offer our Strategic Human Capital Management Solution through Saa$,
and might add additional SaaS offerings in the future. For each Saa$ offering, we license the software
under a term license and are responsible for the hosting and maintenance of that software on the
computer hardware. The customer accesses, on a remote basis, the SaaS software from our data center
administered by a third-party firm. Selling, servicing and supporting SaaS customers is substantially
different than our traditional perpetual licenses, which can increase our costs and fulfillment risks.

We have recently completed the remediation of a material weakness in our internal control over financial
reporting under Section 404 of the Sarbanes-Oxley Act of 2002 that was reported from the first quarter of
JSiscal 2007 through the third quarter of fiscal 2008. However, situations could arise in the future that could
result in the assessment of a future material weakness.

During the first quarter of fiscal 2007, we identified a material weakness in our internal control over
financial reporting relating to the lack of a sufficient number of qualified accounting personnel with the
required proficiency to apply our accounting policies in accordance with U.S. GAAPF. This material
weakness became evident pursuant 1o our acquisition and integration of Intentia. Through hiring and
training efforts we have significantly improved our internal control over financial reporting including an
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increase in the number of qualified accounting personnel with the required proficiency to apply our
accounting policies in accordance with U.S. GAAP. As a resull, we have remediated the previously
reported material weakness in our internal control over financial reporting as of May 31, 2008.

Situations could arise in the future including but not limited to (a) a significant acquisition(s),
(b) a major system implementation, or (c) significant turnover of key finance and/or accounting
personnel which could result in the occurrence of internal control deficiencies that may be determined
1o be a material weakness. The existence of a material weakness could increase the risk that our
Consolidated Financial Statements may not fairly present, in all material respects, our financial
condition, results of operations and cash flows for the periods presented and may lead to delays in our
ability to complete our financial reporting on a timely basis,

We must attract and retain account executives in our sales organization to achieve our revenue goals.

Revenue growth, and in particular software license revenue growth, requires that we have a
sufficient number of {rained account executives in our sales organization 1o develop leads and call on
prospective customers. Competition in our industry for experienced account executives is intense.
Competitors and other software companies may lure away our account executives through signing
bonuses and other special incentives. The failure to attract and retain account executives will negatively
impact our revenue growth. When we hire a new account execulive, the time period required for that
person to become productive will vary, depending on their experience and training and the customer
pipeline and length of sales cycle.

If we are unable to attract and retain senior management, software developers, services consultants, finance
and accounting specialists, and other qualified personnel, we will be unable to develop new products and
increase our revenue and profitability.

We also rely on the continued service of our senior management, software developers, services
consultants, finance and accounting specialists, and other key employees. In the software industry, there
is substantial and continuous competition for highly skilled business, product development, technical,
financial and other personnel. The failure to allract, train, retain and effectively manage employees
could negatively impact our development and efforts and cause a degradation of our customer service.
If we are unable to attract and retain finance and accounting personnel who have experience with the
software industry and U. 8. accounting requirements, we will have to continue to rely on more costly
contractors to fill the roles necessary for us to meet our governance and regulatory requirements.

We are required to delay revenue recognition into future periods for portions of our license fee activity.

Our entire worldwide business is subject to United States generally accepted accounting principles
(U.S. GAAP). Under those rules, we are required to defer revenue recognition for license fees in
situations that include the following:

* the customer agreement includes products that are under development or has other undelivered
elements;

* the customer agreement includes essential services, including significant modifications,
cuslomization or complex interfaces (this is more prevalent with our M3 products);

* the customer agreement includes acceptance criteria;
* the customer agreement includes extended or contingent payment terms or fees;

* a third-party vendor, whose technology is incorporated into cur products, delays delivery of its
product to the customer;
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* the customer agreement includes a fixed-fee service arrangement for which we do not have
“vendar specific objective evidence” (VSOE) of fair value; or

* we are not able to establish historical pricing and maintenance renewal rates to meet the VSOE
requirements of these accounting rules.

We expect that we will continue to defer recognition of portions of our license fee activity in each
period because of these factors, with deferrals more likely for (a) our M3 products because of product
customization (often required due 1o the nature of the manufacturing and distribution industries) that
is frequently included with new sales, (b} sales to governmental entities because those often include
fixed-fee arrangements for which we do not have VSOE of fair value, and (c) sales of large license fee
contracts because it is more difficult to use standard contract terms. The amount of license fees
deferred may be significant and will vary each quarter, depending on the mix of products sold in each
market and geography, and the aclual contract terms.

We may take additional restructuring actions that result in financial charges in the period taken.

Since our acquisition of Intentia in April 2006, we have been integrating our two companies and
executing on our business plan. We have consolidated Lawson and Intentia facilities and taken other
restructuring actions to reduce combined company costs. We have continued 1o expand our operations
in the Philippines, reducing certain higher cost employee positions in the United States and Europe. If
we decide to take additional resiructuring actions to improve our operational efficiencies, we may be
required to incur financial charges in the period when we make such decisions, which could have a
malerial adverse impact on our results of operations for that period.

We may have exposure to additional tax liabilifies.

As a multinational organization, we are subject to income taxes as well as non-income based taxes,
in both the U.S. as well as in various foreign jurisdictions. Significant judgment is required in
determining our worldwide income tax provision and other tax liabilities. In the ordinary course of a
global business, there are many intercompany transactions and calculations where the ultimate tax
determination is uncertain. Although we believe that our tax estimates are reasonable, there is no
assurance that the final determination of tax audits or tax disputes will not be different from what is
reflected in our historical income tax provisions and accruals. We are also subject to non-income taxes,
such as payroll, sales, use, value-added, net worth, property and goods and services taxes, both in the
U.S. and various foreign jurisdictions. We are regularly under audit by 1ax authorities with respect to
these non-income taxes and may have additional exposure to additional non-income tax liabilities.

Our effective tax rate may increase or fluctuate, which could increase our income tax expense and reduce our
net income.

We have had an unusually high effective tax rate and are taking steps 10 bring our effective tax
rate more in line with our industry. However, there is no assurance that we will be successful because
our effective tax rate can be adversely affected by several factors, many of which are outside of our
control, incloding;

* Changes in the relative proportions of revenues and income before taxes in the various
jurisdictions in which we operate that have differing statutory tax rates;

« Changing tax laws, regulations, and interpretations in multiple jurisdictions in which we operate;
* Changes to the financial accounting rules for income taxes;
* Unanticipated changes in tax rates;

* Changes in accounting and tax treatment of stock-based compensation;
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* The tax effects of purchase accounting for acquisitions and restructuring charges that may cause
fluctuations between reporting periods;

« Changes to the valuation allowance on net deferred tax assets; or

+ The assessments, or any related tax interest or penalties, could significantly affect our income tax
expense for the period in which the settlements take place.

We report our results of operations based on our determinations of the amount of taxes owed in
the various tax jurisdictions in which we operate. Periodically, we receive notices that a tax authority to
which we are subject has determined that we owe a grealer amount of tax than we have reported to
such authority, and we regularly engage in discussions, and sometimes disputes with these tax
authorities. We are engaged in disputes of this nature from time to time. If the ultimate determination
of our taxes owed in any of these jurisdictions is for an amount in excess of the tax provision we have
recorded or reserved for, our operating resulls, cash flows, and financial condition could be adversely
affected.

We have adopted anti-takeover defenses that could make it difficult for another company to acquire control of
Lawson or limit the price investors might be willing to pay for our stock.

Provisions in our amended and restated certificate of incorporation and bylaws, our stockholder
rights plan and Delaware law could make it more difficult for other businesses to acquire us, even if
doing so would benefit our stockholders. Our amended and restated certificate of incorporation and
bylaws contain the following provisions, among others, which may inhibit an acquisition of our company
by a third-party:

* advance notification procedures for matters to be brought before stockholder meetings;
* a limitation on who may call stockholder meetings;
* a prohibition on stockholder action by written consent; and

» the ability of our board of directors to issue shares of preferred stock without a stockhotder
vote.

The issuance of stock under our stockholder rights plan could delay, deter or prevent a takeover
altempt that stockholders might consider in their best interests. We are also subject to provisions of
Delaware law that prohibit us from engaging in any business combination with any “interested
stockholder,” meaning generally that a stockholder who beneficially owns more than 15% of our stock
cannot acquire us for a period of three years from the date this person became an interested
stockholder unless various conditions are met, such as approval of the transaction by our board of
directors. Any of these restrictions could have the effect of delaying or preventing a change in control.

Control by existing shareholders could significantly influence matters requiring stockholder approval.

As of May 31, 2008, our executive officers, direclors, and affiliated entities, in the aggregate,
beneficially owned approximately 15.6% of our outstanding common stock. From time 10 time, hedge
fund investors have accumulated large positions in our stock. Groups of stockholders, if acting together,
would be able 1o significantly influence all matters requiring approval by stockholders, including the
election of directors and the approval of mergers or other business combinations. Sale of a portion of
these shares in the public market, or the perception that such sales are likely to occur, could depress
the market price of our common stock and could impair our ability to raise capital through the sale of
additional equity securities.
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Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

Our corporate headquarters and executive offices are in Saint Paul, Minnesota, USA where we
lease approximaltely 308,000 square feet of space. The lease on this facility expires July 31, 2015. We
also lease approximately 101,000 square feet of space, primarily for regional sales and support offices,
elsewhere in the U.S. Additionally, through our location in Stockholm, Sweden, we lease approximately
808,400 square feet of office space in 28 countries used primarily as sales and services offices.
Expiration dates of leases on these offices range from 2008 to 2015. We believe that our current
domestic and international facilities are sufficient {0 meet our needs for at least the next 12 months. In
addition, we believe suitable additional or alternative space would be available on commercially
reasonable terms to accommodate expansion of our operations if required. We implemented a
restructuring plan as a result of the acquisition of Intentia in April 2006 which involved the exit or
reduction in space of certain leased facilities. See Note 3, Restructuring, in Notes to Consolidated
Financial Statements of this Form 10-K for additional information.

Item 3. Legal Proceedings

On May 20, 2008, a punitive class action lawsuit was filed against us in the United States District
Court for the Southern District of New York on behalf of current and former business, systems, and
technical consultants. The suit, Cruz, et. al., v. Lawson Software, Inc. et. al., alleges that we failed to
pay overtime wages pursuant to the Fair Labor Standards Act and state law, and alleges violations of
state record-keeping requirements. The suit aiso alleges certain violations of ERISA and unjust
enrichment. Relief sought includes back wages, corresponding 401(k) plan credits, liquidated damages,
penalties, interest and attorneys’ fees. Given the preliminary nature of the alleged claims and the
inherent unpredictability of litigation, we cannot at this time estimate the possible outicome of any such
action.

We are subject to various other legal proceedings and the risk of litigation by employees,
customers, suppliers, stockholders or others through private actions, class actions, administrative
proceedings or other litigation. While the outcome of these claims cannot be predicted with certainty,
we do not believe that the oulcome of any one of these legal matters will have a material adverse
effect on our consolidated financial position, results of operations or cash flows. However, depending
on the amount and the timing, an unfavorable resolution of some or all of these matters could
materially affect our future results of operations or cash flows in a particular period.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of Lawson security holders during the fourth quarter of our
fiscal year ended May 31, 2008.

25



Part 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

Market Information

Our common stock is traded on the NASDAQ Global Select Market System (NASDAQ) under the
symbol LWSN. The following table lists the high and low closing sale prices by quarter as reported by
NASDAQ.

High Low

Fiscal 2008
Fourth QUarier . . ... e e e e $ 878 $6.94
Third QUarter . .. ...t e e s $10.65 $7.67
Second QUAaMer . . .. it e e $11.39 $9.00
Fitst QUarter . .. ottt e e e e e e $10.74 $8.98

Fiscal 2007
Fourth Quarter . ..........o it $ 929 $7356
Third QUAaTIEr . . . . e $ 8.62 $6.75
Second QUATEr . . .. ittt it i e e $ 8.19 $6.68
FIrst QUATIET . . . vt e e e e e e $ 711  $5.65

As of July 3, 2008, the approximate number of registered stockholders of record was 155.

Stock Performance Graph

The following graph shows a comparison of cumulative total stockholder returns for Lawson’s
common stock, the NASDAQ Stock Market Index (U.S. companies) and the NASDAQ Computer
Index for the period from May 31, 2003 through May 31, 2008. The graph assumes the investment of
$100 on May 31, 2003. The date regarding our common stock assumes an investment at the closing
price on May 31, 2003 of $5.09 per share of our common stock. All values assume reinvestment of the
full amount of all dividends and are calculated through May 31, 2008. The performance shown in the
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graphs below is based upon historical data and is not necessarily indicative of the future performance
of our common stock.
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—&e— Lawson Software, Inc, —8— NASDAQ Composite —a— NASDAQ Computer Index

5/31/03  531/04 53105 5031/06  531/07  531/08

Lawson Software, Inc. ... ................. 100.00 14086 11631 13261 18035 171.32
NASDAQ Composite . . .. ........... .. 100,00 12449 12960 136.53 163.20 158.07
NASDAQ Computer Index. . . .............. 100,00 121.74 12913 124.04 155.65 160.52
Dividends

We have historically not declared or paid any cash dividends on our common stock and do not
anticipate paying cash dividends in the foreseeable future. We intend to reinvest future earnings 1o
fund the operation and expansion of our business and to repurchase shares of our common stock under
our board-approved share repurchase program.

Net Proceeds from Initial Public Offering

As of May 31, 2008, we had utilized all of the net proceeds from our initial public offering. During
the three months ended May 31, 2008, we used the remaining $17.9 million primarily for the
acquisitions we completed during the fourth quarter.

Purchases of Equity Securities

During the three months ended May 31, 2008, we did not repurchase any shares of our common
stock.

On November 13, 2006, our Board of Directors approved a share repurchase program of up to
$100.0 million of common stock, The Board increased this maximum to $200.0 million in April 2007,
As of May 31, 2008, the maximum dollar value of shares that may yet be purchased under this program
was $39.5 million.

Subsequent to year end, on July 10, 2008, our Board of Directors increased the maximum
authorized for repurchase purposes by an additional $200.0 million, to $400.0 million, increasing the
maximum dollar value of shares that may yet be purchased under the program to $239.5 million. The
additional share repurchase will be funded using our existing cash balance and future cash flows and
will occur through open market purchases, privately negotiated transactions and/for transactions
structured through investment banking institutions as permilted by securities laws and other legal
requirements. The program allows us to repurchase our common stock at our discretion. Market
conditions will influence the timing of any buyback and the number of shares repurchased.
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Item 6. Selected Consolidated Financial Data

The following tables set forth selected consolidated financial data as of and for our tast five fiscal
years and should be read in conjunction with Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations and our Consolidated Financial Statements and the
Notes to those statements. The selected consolidated financial data has been derived from our audited
Consolidated Financial Statements.

Years Ended May 31,
2008 2007(1) 2006(1) 2008 2004

(in thousands, except per share data)

Consolidated Statements of Operations Data:

Revenues:
License fees .. ....o i i $132,156 $105,861 § 71,076 § 57,743 § 92,338
Maintenance. . .. ..o r i e in it 336,779 291,657 188,155 170,723 154,938
Consulting ... ...... .. .. ... ..., 382,991 352,870 131,545 106,718 116,307
Total revenues . .. .. ................ 851,926 750,388 390,776 335,184 363,583
Total cost of revenues .. ............... 412,920 399320 171,542 150,584 152,247
Grossprofit . ....... ... ... ... ...... 439,006 351,068 219,234 184,600 211,336
Operaling expenses:
Research and development ............. 85,374 85,325 60,711 62,158 64,888
Sales and marketing .. ................ 189,336 160,551 83,193 75,637 93,138
General and administrative .. ........... 100,259 98,263 54,827 36,443 37,721
Restructuring . . ......... ... ... ... ... (731) 15,483 1,825 5,028 2,210
Amortization of acquired intangibles . . .. .. 13,690 10,089 2,122 1,545 1,274
Total operaling expenses .. ........... 387,928 369,711 202,678 180,811 199,231
Operating (loss) income . .. .. ... ... .. .... 51,078 (18,643) 16,556 3,789 12,105
Total other income (expense), net .......... {6,213) 12,106 11,111 4,328 3,209
Income (loss) before income taxes.......... 44 865 (6,537) 27,667 8,117 15,314
Provision for income taxes ............... 31,158 14,400 11,708 2,855 7,323
Netincome (loss). . ........... ... ... $ 13,707 $(20937) $ 1595% $ 5262 § 7991
Net income (loss) per share:
Basic . ... .. $ 008 $§ (011 $ 014 § 005 § 008
Diluted ........... i, £ 008 § (1) $ 014 $ 005 § 007
Weighted average common shares outstanding:
BasiC . ..o e 177,283 186,363 110,995 99,068 98,462
Diluted ....... .00 £80,580 186,363 115,350 104,623 107,000

(1) On April 25, 2006, we completed our acquisition of Intentia. Fiscal 2008 and 2007 include Intentia
results for the full year. Fiscal 2006 includes Intentia results for the five-week period from
April 25, 2006 to May 31, 2006,
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Years Ended May 31,

2008 2007(1) 2006(1) 2005 2004

(in thousands)
Consolidated Balance Sheet Data;

Cash, cash equivalents, marketable
securities and short-term investments ., $ 485810 § 553836 § 306,581 $234,613 $208,982

Working capital ................... 261,072 324,616 168,201 178,410 165,336
Total assets. .. ... ... .ovri i 1,510,596 1,479,107 1,170,652 420,718 423,598
Long-term debt—non-current(2) ....... 244,734 245,228 4,275 — 990
Total stockholders’ equity(3) .......... 743,559 755,228 791,659 293,055 282,886

(1) On April 25, 2006, we completed our acquisition of Intentia in an all-stock transaction valued at
$460.9 million. Increases in the balance sheet line items reflect the acquisition.

(2) On April 23, 2007 we completed the issuance of $240.0 million of 2.50% senior convertible notes
(See Note 7, Long-Term Debt and Credit Facilities, in Notes to Consolidated Financial Statements
of this Form 10-K for additional information).

(3) As part of our share repurchase program, we repurchased 11.6 million shares of our common stock
for $105.6 million in fiscal 2008 and 6.4 million shares for $54.9 million in fiscal 2007.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with our selected consolidated financial
data presented above, our Consolidated Financial Statements, the notes to those statements and other
financial information appearing elsewhere in this Annual Report on Form 10-K.

Management Overview

Lawson Software, Inc. provides business application software, consulting and maintenance to
customers primarily in the services sector, trade industries and manufacturing/distribution sectors. In
the manufacturing sector we serve both process manufacturing and discrete manufacturing. In the
service sector we serve both asset-intensive and labor-intensive services, We operate as one business
segment focused on broad sectors. We specialize in specific markets including healthcare, public sector
in the U.S., food, fashion, wholesale distribution, equipment services and rental, and manufacturing,
Our software includes enterprise financial management, human capital management, business
intelligence, asset management, enterprise performance management, supply chain management, service
management, manufacturing operations, business project management and industry-tailored
applications. Our applications help automate and integrate critical business processes, which enables
our customers to collaborate with their partners, suppliers and employees. We support our customers’
use of our applications through consulting services which primarily help our customers implement their
Lawson applications, and through our maintenance program that provides on-going support and
product updates for our customers’ continued use of our applications.

Our enterprise software solutions focus on providing competitive advaniages and business flexibility
1o our customers. Lawson’s solutions fall within three main product lines and include related
maintenance and consulting services. Our product lines are referred to as “Lawson S3 Enterprise
Management System,” “Lawson M3 Enterprise Management System,” and “Lawson Strategic Human
Capital Management” with many of the solutions in each product line having broad, cross-industry
application, Our 83 solutions consist of business applications designed for services-centric industries.
Our M3 solutions consist of applications that are geared for manufacturing, distribution and trade
businesses who face resource constraints and whose processes are often complex and industry-specific,

29



and our Strategic Human Capital Management applications provide solutions for customers to
strategically manage their workforce.

Revenues for fiscal 2008 grew in all geographic regions as compared to fiscal 2007. The Americas
continue to represent approximately half of our total revenues for the year at 51.8%. The EMEA
region accounted for 44.4% aof total revenues in the year and the remaining 3.8% was in the Asia
Pacific region including Australia and New Zealand. Revenues for fiscal 2008 reflecied increases in
nearly every product line. Gross margins were higher than last year reflecting the benefit of higher
license revenues and improved consulling margins. Reduced operating expenses, as a percent of
revenues, continue to contribute to our improved profitability. Increased sales and marketing expenses
reflect our continued investment in new and existing customers and our commitment to growth,

During fiscal 2008, we recorded an impairment charge of approximately $18.4 million related to
our investments in auction rate securities associated with the uncertainty in the credit markets and
these investments’ exposure to the financial condition of bond insurance companies. On July 7, 2008,
we s0ld these securities for $45.2 million, the carrying value as of May 31, 2008.

The U.S, dollar continued to weaken relative to other major international currencies in fiscal 2008,
when compared with rates in fiscal 2007, contributing approximately $40.7 million of the $101.5 million
year-over-year revenue growth, or 5.8% of the 13.5% total revenue growth. The currency fluctuations
also had the effect of increasing costs of revenues and expenses, as reported in U.S. dollars, by
approximately $45.0 million in fiscal 2008.

Acquisitions

We account for our acquisitions under the purchase method of accounting. Accordingly, the assets
and liabilities acquired were recorded at their estimated fair values at the effective date of the
acquisitions and the results of operations have been included in our Consolidated Statements of
Operations since the acquisition dates. In accordance with Statement of Financial Accounting Standards
(SFAS) No. 142, Goodwill and Other Intangible Assets (SFAS 142), goodwill recorded as a result of
these acquisitions is subject to an annual impairment test and is not amortized. These acquisitions are
intended to enhance our focus on targeled vertical markets and to provide additional value-added
products and services to our customers. See Note 4, Business Combinations, in Notes 1o Consolidated
Financial Statements of this Form 10-K for additional information.

On April 25, 2006, we completed the acquisition of Intentia. We believe that the combination
provides opportunities (o leverage sales channels and sell expanded product lines across the combined
business’ customer base. The acquisition was accomplished through Lawson’s offer to exchange
Intentia’s shares and warrants for newly issued shares of Lawson common stock. The total purchase
price was $460.9 million, which consisted of $443.9 million for the fair value of cur common stock
issued in exchange for shares and warrants in Intentia, $7.2 million for the cash purchase of the
remaining common stock of Intentia, and $9.8 million in cash for transaction costs. In allocating the
purchase price based on estimated fair values, we recorded approximately $419.3 million of goodwill,
$128.5 millien of identifiable intangible assets and $80.2 million of deferred revenue. These amounts
and the net liabilities assumed of $45.4 million as well as cash acquired of $38.7 million equal the total
purchase price of $460.9 million. We also completed a reorganization in connection with the
combination.
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On July 20, 2006, we acquired all of the outstanding equity of Competency Assessment Solutions
(CAS) for $2.3 million in cash. The acquisition was completed 10 augment our human capital
management solutions.

On December 14, 2006, we entered into a purchase agreement with Sigma Enterprise Applicalions
AB (Sigma) whereby we acquired Sigma’s business pertaining 1o the maintenance and servicing of
Lawson 83 products for approximately $1.0 million in cash, $0.3 million of assumed liabilities and an
additional contingent payment of $0.6 million. The acquisition was completed to augment sales of our
53 products in the Nordic region.

On March 3, 2008, we acquired all the outstanding stock of Visual Advance Systems Technology
(VasTech), a provider of workforce management software and services based in Annapolis, Maryland
for $13.1 million. With this acquisition, we are now offering our customers, primarily in the healthcare
and hospitality industries, an advanced workforce management staffing and scheduling solution to
complement our Lawson Human Capital Management offerings.

On March 17, 2008, we acquired the Product Lifecycle Management (PLM) software division of
San Francisco-based Freeborders® for $4.1 million. The addition of PLM capabilities 10 our porifolio of
enterprise software offerings will help our customers in the fashion industry establish processes that will
enable them to cut the lead time from preduct concept to production to actual delivery to the retail
store shelf,

Outlook

Lawson’s focus for fiscal 2009 is to deliver revenue and earnings growth over fiscal 2008 levels. We
expect to achieve overall revenue growth through continued increases in the productivity of our sales
force combined with an anticipated increase in the number of quota-carrying sales representatives by
the end of the year. Within this overall revenue growth rate, we anticipate slowing the growth of our
consulting services revenues to low single digits. The reduction in the rate of services growth reflects
management’s plan to increase the amount of Lawson implementation and consulting engagements
performed by Lawson partners and our team in Manila. We have largely completed the initial
investment in our Manila facility. In fiscal 2009, we will continue to make capital and expense
investments in our IT and financial system infrastructure. These infrastructure investments will lead 10
marginally higher general and administrative expenses in fiscal 2009, Overall, however, we expect to
improve our gross and operating margins and improve our earnings per share in fiscal 2009.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based upon our
audited Consolidated Financial Statements, which have been prepared in accordance with U.S. GAAP,
The preparation of these financial statements requires us to make estimates and assumptions that affect
the reported amounts of assets and liabilities as of the date of our financial statements, the reported
amounlts of revenues and expenses during the reporting periods presented, as well as our disclosures of
contingent assets and hLabilities. On an on-going basis, we evaluate our estimates and assumptions,
including, but not limited to, those related Lo revenue recognition, allowance for doubtful accounts and
sales returns, fair value of investments, fair value of stock-based compensation, fair value of acquired
intangible assets and goodwill, useful lives of intangible assets and property and equipment, income
taxes, restructuring obligations and contingencies and litigation. We base our estimates and assumptions
on our historical experience and on various other information available 1o us al the time that these
estimates and assumptions are made. We believe that these estimates and assumplions are reasonable
under the circumstances and form the basis for our making judgments about the carrying values of our
assets and liabilities that are not readily apparent from other sources. Actual results and outcomes
could differ from our estimates.
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Our significant accounting policies are described in Note 2, Summary of Significant Accounting
Policies, in Notes to Consolidated Financial Statements of this Form 10-K. We believe that the
following discussion addresses our critical accounting policies and reflect those areas that require more
significant judgments, and use of estimates and assumptions in the preparation of our Consolidated
Financial Statements.

Revenue Recognition. Revenue recognition rules for software businesses are very complex. We
follow specific and detailed guidelines in determining the proper amouni of revenue to be recorded.
However, certain judgments affect the application of our revenue recognition policy. Revenue resulis
are difficult to predict, and any shortfall in revenue or delay in recognizing revenue could cause our
operating results to vary significantly from year 1o year.

The significant judgments for revenue recognition typically involve whether collectability can be
considered probable and whether fees are fixed or determinable. In addition, our transactions often
consist of multiple element arrangements, which typically include license fees, maintenance and support
fees and consulting service fees. These multiple element arrangements must be analyzed to determine
the relative fair value of each element, the amount of revenue to be recognized upon shipment, if any,
and the period and conditions under which deferred revenue should be recognized.

We recognize revenue in accordance with the provisions of the American Institute of Certified
Public Accountants (AICPA) Statement of Position (SOP) 97-2, Software Revenue Recognition
(SOP 97-2), as amended, and SOP 98-9, Modification of SOP 97-2, Software Revenue Recognition, With
Respect to Certain Transactions (SOP 98-9), as well as Technical Practice Aids issued from time to time
by the AICPA, and in accordance with the SEC Accounting Bulletin (SAB) No. 104, Revenue
Recognition (SAB 104). We license software under non-cancelable license agreements and provide
related consulting services, including training, and implementation services, as well as on-going
customer support and maintenance.

When our consulting, training and implementation services 1) are not considered essential to the
functionality of our software products, 2) are sold separately and also 3) are available from a number
of third-party service providers, our revenues from these services are generally recorded separately from
license fees and recognized as the services are performed. License fees within software arrangements
including services that do nol meet any one or a combination of the three crileria lisied above, are
recognized in accordance with SOP 81-1, Accounting for Performance of Construction-Type and Certain
Production-Type Contracts (SQOP 81-1), using contract accounting and the percentage-of-completion
methodology based on labor hours input. Software arrangements which include certain fixed-fee service
components are usually recognized as the services are performed while corresponding costs to provide
these services are expensed as incurred.

From time to time, we enter into software arrangements that include software license,
maintenance, and consulting services which are considered essential 1o the functionality of the software.
In these instances, we recognize revenue for the three revenue streams under two units of accounting,
which are the (i) sofiware license bundled together with consulting services and (il} maintenance. For
purposes of displaying revenues, we present applicable license fees, maintenance and consulting
revenues in our Condensed Consolidated Statements of Operations using VSOE (or, if unavailable,
other objective evidence) of fair value for the undelivered elements and assigning the remainder of the
arrangemeni fee to the license.

The amounts of revenue and related expenses reported in our Consolidated Financial Statements
may vary, due 10 the amount of judgment required to address significant assumptions, risks and
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uncertainties in applying the application of the percentage-of-completion methodology. Our specific
revenue recognition policies are as follows:

» Software License Fees—License fee revenues from end-users are recognized when the software
product has been shipped, provided a non-cancelable license agreement has been signed, there
are no uncertainties surrounding product acceptance, the fees are fixed or determinable and
collection of the related receivable is considered probable. Provided the above criteria are met,
license fee revenues from resellers are recognized when there is a sell-through by a reseller 10
an end-user. A sell-through is determined when we receive an order form from a reseller for a
specific end-user sale. We do not generally offer rights of return, acceptance clauses or price
prolection to our customers. In situations where software license contracts include rights of
return or acceplance clauses, revenue is deferred until the clause expires. Typically, our software
license fees are due within a 12-month period from the date of shipment. If the fee due from
the customer is not fixed or determinable, or includes payment terms greater than twelve months
from shipment, revenue is recognized as payments become due and all other conditions for
revenue recognition have been satisfied. In software arrangements that include rights to multiple
delivered elements such as software products or specified upgrades and undelivered elements
such as support or services, we allocate the total arrangement fee according to the fair value of
each element using VSOE. VSOE of fair value is determined using the price charged when that
element is sold separately. In software arrangements in which we have fair value of all
undelivered elements but not of a delivered element, we use the residual method to record
revenue. Under the residual method, the fair value of the undelivered elements is deferred and
the remaining portion of the arrangement fee is allocated to the delivered element and is
recognized as revenue. In software arrangements in which we do not have VSOE of fair value of
all undelivered elements, revenue is deferred until fair value is determined or all elements for
which we do not have VSOE of fair value, have been delivered.

* Maintenance and Support—Revenues from cusiomer maintenance and supporl coniracts are
deferred and recognized ratably over the term of the agreements. Revenues for maintenance and
supporl that are bundled with license fees are deferred based on the VSOE of fair value of the
bundled maintenance and support and recognized over the term of the agreement. VSOE of fair
value is based on the renewal rate for continued maintenance and support arrangements.

* Consulting Services—Revenues from consulting services (including training and implementation
services) are recognized as services are provided to customers. Revenues for consulting services
that are bundled with license fees are deferred based on the VSOE of fair value of the bundled
services and recognized when the services are performed. VSOE of fair value is based on the
price charged when training and consulting services are sold separately.

Allowance for Doubtful Accounts. We maintain an allowance for doubtful accounts at an amount we
estimate 1o be sufficient to provide adequate protection against losses resulting from extending credit to
our cusiomers. In judging the adequacy of the allowance for doubtfu} accounts, we consider multiple
factors including historical bad debt experience, the general economic environment, the need for
specific customer reserves and the aging of our receivables. This provision is included in operating
expenses as a general and administrative expense. A considerable amount of judgment is required in
assessing these factors. If the factors utilized in detlermining the allowance do not reflect future
performance, then a change in the allowance would be necessary in the period such determination is
made which would affect future results of operations.

Sales Returns and Allowances. We do not generally provide a contractual right of return. However,
in the course of arriving at practical business solutions to various warranty and other claims, we have
allowed sales returns and allowances. We record a provision against revenue for estimated sales returns
and allowances on licenses and consulting in the same period the related revenues are recorded or
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when current information indicates additional amounts are required. These estimates are based on
historical experience determined by analysis of return activities, specifically identified customers and
other known factors. If the historical data we utilize does not reflect expected fulure performance, a
change in the allowances would be recorded in the period such determination is made affecting future
results of operations,

Valuation of Long-Lived and Intangible Assets and Goodwill. The majority of our intangible assets
and goodwill resulted from our April 2006 acquisition of Intentia. We review identifiable intangible and
other long-lived assets for impairment in accordance with SFAS No, 144, Accounting for the Impairment
or Disposal of Long-Lived Assets (SFAS 144), whenever events or changes in circumstances indicate the
carrying amount may not be recoverable. Events or changes in circumstances that indicate the carrying
amount may not be recoverable include, but are not limited to, a significant decrease in the market
value of the business or asset acquired, a significant adverse change in the extent or manner in which
the business or asset acquired is used or a significant adverse change in the business climate in which
we operate. If such events or changes in circumstances are present, the undiscounted cash flows
method is used to determine whether the long-lived or intangible asset is impaired. Cash flows would
include the estimated terminal value of the asset and exclude any interest charges. If the carrying value
of the asset exceeds the undiscounted cash flows over the estimated remaining life of the asset, the
asset is considered impaired, and the impairment is measured by reducing the carrying value of the
asset to its fair value using the discounted cash flows method. The discount rate utilized is based on
management’s best estimate of the related risks and return at the time the impairmeni assessment is
made.

On an annual basis or if events or changes in circumstances indicate the carrying amount of
goodwill may not be recoverable, we review our recorded goodwill for impairment in accordance with
SFAS 142. The first step of the goodwill impairment test, used to identify potential impairment,
compares the fair value of a reporting unit with its carrying amount, including goodwill. We operate as
one reporting unit and therefore compare the carrying amount of our goodwill 1o our market value.
Market value is determined utilizing our market capitalization plus a control premium. If our market
value exceeds our carrying amount, geodwill is considered not impaired, thus the second step of the
impairment 1est is notl necessary. If our carrying amount exceeds our market value, the second step of
the goodwill impairment test is performed to measure the amount of impairment loss, if any. The
second step of the goodwill impairment test, used to measure the amount of impairment loss, compares
the implied fair value of the goodwill with its carrying amount. If the carrying amount of the goodwill
exceeds the implied fair value, an impairment loss would be recognized in an amount equal to the
excess. Any loss recognized cannot exceed the carrying amount of goodwill. After a goodwill
impairment loss is recognized, the adjusted carrying amount of goodwill is the new accounting basis. A
subsequent reversal of a previously recognized goodwill impairment loss is prohibited once the
measurement of that loss is completed and the loss has been recognized.

Income Taxes. Qur provision for income taxes consists of provisions for federal, state, and foreign
income taxes. We operale in an international environment with significant operations in various
locations cutside of the United States. Accordingly, our consolidated income tax rate is a composite
rate reflecting the earnings in various locations and the applicable rates.

Significant judgment is required in determining our worldwide income tax provision. In the
ordinary course of a global business, there are many transactions and calculations where the ultimate
tax oulcome is uncertain. Our judgmenls, assumptions, and estimates relative to the provision for
income tax take into account forecasted earnings, current tax faws, our interpretation of current tax
laws, and possible outcomes of current and future audits conducted by foreign and domestic tax
authorities. Although we believe that our estimates are reasonable, the final tax outcome could be
different from that which is reflected in our historical income tax provision and accruals. Such
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differences could have a material effect on the amounts recorded in our Consolidated Financial
Statements.

In conjunction with preparing our global tax provision, we must assess temporary differences
resulting from the different treatment of specific items for tax and financial reporting purposes. These
differences result in deferred tax assets and liabilities, which are included within our Consolidated
Balance Sheets. As part of this process, we must also assess the likelihood that deferred tax assets will
be realized from future taxable income and, based on this assessment establish a valuation allowance, if
required. The determination of our valuation allowance is based upon a number of assumptions,
judgments, and estimates, including historical operating results, forecasted earnings, fulure taxable
income, and the relative proportions of revenue and income before taxes in the various domestic and
international jurisdictions in which we operate. To the extent we establish a valuation allowance or
change the valuation allowance in a period, except as discussed below for pre-acquisition deferred tax
assets that had a pre-acquisition valuation allowance, we reflect the change with a corresponding
increase or decrease to our tax provision in our Consolidated Statements of Operations.

Under the provisions of SFAS No. 109, Accounting for Income Taxes, and related interpretations,
future period reductions to the valuation allowance related to Intentia’s deferred tax assets that existed
as of the date of the acquisition of Intentia are first credited against goodwill, then to the other
identifiable assets existing at the date of acquisition, and then, once these assets have been reduced to
zero, credited (o our income tax provision. A provision benefit will not be realized for amounts
credited against goodwill and other identifiable assets.

Contingencies. We may, from time 1o time, have unresolved regulatory, legal, 1ax or other matters
(see Note 13, Commitments and Contingencies). We provide for contingent liabilities in accordance with
SFAS 5, Accounting for Contingencies {as amended} (SFAS 5). Pursuant to the provisions of SFAS 5, a
loss contingency is charged to income when il is probable that an asset has been impaired or a liability
has been incurred at the date of the financial statements and the amount of the loss can be reasonably
estimated. Disclosure in the notes to the financial statements is required for loss contingencies that do
not meetl both conditions if there is a reasonable possibility that a loss may have been incurred. Gain
contingencies are not recorded until realized. We expense all legal costs incurred to resolve regulatory,
legal, tax, or other matters in the period incurred.

Periodically, we review the status of each significant matter to assess our potential financial
exposure. If a polential loss is considered probable and the amount can be reasonably estimated as
defined by SFAS 5, we reflect the estimated loss in our results of operations. Significant judgment is
required te determine the probability that a liability has been incurred and whether such lability can
be reasonably estimated. Because of uncertainties related to these matters, accruals are based on the
best information available to us at that time. Further, estimates of this nature are highly subjective, and
the final outcome of these matters could vary significantly from the amounts that have been included in
the accompanying Consolidated Financial Statements. As additional information becomes available, we
reassess the potential liability related to any pending claims and litigation and may revise our estimates
accordingly. Such revisions in the estimates of the potential liabilities could have a material impact on
our results of operations and financial position.

Litigation reserves. The establishment of litigalion reserves requires significant judgments
concerning the ultimate oulcome of pending litigation against us and our subsidiaries. Reserves
established in the normal course of business are based on the application of SFAS 5, which requires us
to record a reserve if we believe an adverse outcome is probable and we are able to make a reasonable
estimation of the probable loss. Reserves established in purchase accounting are based on fair value
under SFAS No. 141, Business Combinations (SFAS 141} so long as fair value can be determined within
the purchase price allocation period, otherwise these are determined under SFAS 5. All such reserves
exclude legal costs which are treated as period expenses when incurred.
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Litigation by ils nature is uncertain and the determination of whether any particular case involves
a probable loss and quantifying the amount of loss for purposes of establishing or adjusting applicable
reserves requires us 10 exercise considerable judgment, which is applied as of a certain date. The
required reserves may change in the future due to new matters, developments in existing matters or if
we determine to change our strategy with respect to the resolution of any particular matter. See
Note 4, Business Combinations, in Notes to Consolidated Financial Statements of this Form 10-K for
additional information.

Stock-Based Compensation. Effective June 1, 2006, we adopled SFAS No. 123 (revised 2004),
Share-Based Payment (SFAS 123(R)) which replaced SFAS No. 123, Accounting for Stock-Based
Compensation (SFAS 123) and superseded Accounting Principles Board (APB) Opinion No. 25,
Accounting for Stock Issued to Employees (APB 25). Under SFAS 123(R), stock-based employee
compensation cost is recognized using the fair value based method for all new awards granted after
June 1, 2006 and unvested awards ouistanding at June 1, 2006. Compensation costs for unvested stock
options and non-vested awards that were outstanding at June 1, 2006, are being recognized over the
requisite service period based on the grant-date fair value of those options and awards as previously
calculated under SFAS 123 for pro forma disclosures, using a straight-line method. We elected the
modified-prospective method in adopting SFAS 123(R), under which prior periods are not retroactively
restated.

SFAS 123(R) requires companies 1o estimate the fair value of stock-based payment awards on the
date of grant using an option-pricing model. We use the Black-Scholes option-pricing model which
requires the input of significant assumptions including an estimate of the average period of time
employees will retain vested stock options before exercising them, the estimated volatility of our
common stock price over the expected term, the number of options that will ultimately be forfeited
before completing vesting requirements and the risk-free interest rate. Changes in the assumptions can
materially affect the estimate of fair value of stock-based compensation and, consequently, the related
expense recognized. The assumptions we use in calculating the fair value of stock-based payment
awards represent our best estimates, which invoive inherent uncertainties and the application of
management’s judgment. As a result, if factors change and we use different assumptions, our equity-
based compensation expense could be materially different in the future. See Note 5, Stock-Based
Compensation, in Notes to Consolidated Financial Statements of this Form 10-K for additional
information.

Marketable Securities and Other Investments. As of May 31, 2008, we held a total of $5.5 million in
marketable securitics and $45.2 million in investments in auction rate securities. We account for
marketable securities and other investments in accordance with provisions of SFAS No. 115, Accounting
for Certain Investments in Debt and Equity Securities (SFAS 115). SFAS 115 addresses the accounting
and reporting for investments in fixed maturity securities and for equity securities with readily
determinable fair values. Management determines the appropriate classification of debi securities at the
time of purchase and re-evaluates such designation as of each balance sheet date. As of May 31, 2008,
all marketable securities we held were classified as available-for-sale and our entire auction rate
securities portfolio was classified as short-term investments. Available-for-sale securities are carried at
fair value as determined by market prices/quotes, with unrealized gains and losses, net of tax, reported
as a separate component of stockholders’ equity. Our investments in auclion rale securities are carried
at estimated fair value with any related impairment being classified as either temporary and reported as
a separate component of stockholders’ equity or as other-than-temporary and recognized in our
Consolidated Statements of Operations. The cost basis of securities sold is determined using the
specific identification method. Interest and dividends on securities classified as available-for-sale are
included in interest income.

In the absence of a tiquid market or negotiated sales transaction, we estimate the fair value of our
investments in auction rate securities based on information available to us including various valuation
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models which include numerous assumptions such as assessments of the underlying structure of each
security, expected cash flows, discount rates, credit ratings, workout periods, and overall capital market
liquidity. These assumptions, assessments and the interpretations of relevant market data are subject to
uncerlainties, are difficult to predict and require significant judgment. The use of different assumptions,
applying different judgment to inherently subjective matters could result in significantly different
estimates of fair value.

We review impairments in accordance with Emerging Issues Task Force (EITF) 03-1 and FSP
SFAS 115-1 and 124-1, The Meaning of Other-Than-Temporary Impairment and Its Application to Certain
Investments to determine the classification of the impairment as temporary or other-than-temporary. A
temporary impairment charge results in an unrealized loss being recorded in the other comprehensive
income component of stockholders’ equity. Such an unrealized loss does not reduce net income for the
applicable accounting period because the loss is viewed as temporary. Unrealized losses are recognized
in net income when a decline in fair value is determined to be other-than-temporary. We review our
investments on an ongoing basis for indications of possible impairment and proper classification of any
impairment once identified. Determination of whether the impairment is temporary or
other-than-temporary requires significant judgment. The primary factors that we consider in classifying
the impairment include the extent and time the fair value of each investment has been below cost, the
expected holding or recovery period for each investment, and our intent and ability to hold each
investment until recovery.
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Results of Operations

The following table sets forth certain line items in our Consolidated Statements of Operations as a
percentage of total revenues and the period-over-period percent increase (decrease) for the periods
indicated:

Percent of Dollar Change

Years Ended May 31, Period-over-Period
2008 2007 2006 2008 2007
Revenues:
License fees . ... ... ... . . . e 15.5% 14.1% 182% 24.8% 48.9%
Maintenance . . .. ... it e 39.5 389 481 155 55.0
Consulting . ....... . ... ... . . . . i 450 470 337 8.5 168.3
Total revenues . ... ... .. ... ... . . e 100.0 100.0 100.0 13.5 92.0
Cost of revenues:
Costoflicensefees .. ........... ... .......... 34 35 34 8.5 98.8
Cost of maintenance .. .......... ..., 7.7 79 7.8 11.5 94.7
Costofconsulting . .. ... ... ... .. ... ... 374 418 327 1.5 145.4
Total cost of revenues . . .................... 485 532 439 34 132.8
Grossprofit . . ... ... . . 51.5 468  56.1 250 60.1
Operaling expenses:
Research and development .................... 10,0 114 155 0.1 40.5
Sales and marketing .. ...... ... .. . L oo, 222 214 213 17.9 93.0
General and administrative .................... 11.7 13.1 14.1 2.0 79.2
Restructuring . . ... ... .. ... ... ... ... ... — 2.1 05 *NM 748.4
Amortization of acquired intangibles . ............ 1.6 13 0.5 357 3754
Total operating expenses . ................... 455 493 519 49 824
Operating income (loSs) ... ... ... i, 60 (25) 42 *NM *NM
Total other income {expense), net . ................ (0.7) 1.6 29  *NM 9.0
Income (loss) before income taxes. ................ 53 (0% 71 *NM *NM
Provision for income taxes ...................... 3.7 1.9 30 1164 23.0
Netincome (loss) . . ....... ... .. i, 1.6% (2.8)% 4.1% *NM *NM

*NM Percentage not meaningful

In our discussion of changes in results of operations from fiscal 2007 and 2006, we have provided
information regarding the results of Intentia {or M3 solutions), which we acquired in April of 2006, as
a component of the consolidated results and also discuss results of legacy Lawson (or 83 solutions)
separately where applicable. During these periods the businesses were in the process of integrating. We
have provided these separate metrics in the areas where we could reasonably calculate an impact. All
references to the effect of the distinction between legacy Lawson and Intentia are therefore
approximate. Although we operate as one business segment, due to the size of the Intentia acquisition
on Lawson’s historical operations, we believe this distinction, while not exact, provides relevant insight
into the changes in resulls of operations for fiscal 2007 compared to 2006. Separate identification
between legacy Lawson and Intentia data has become increasingly difficult as our integration efforts
have continued through fiscal 2008 and is therefore generally nol inciuded in our discussion of changes
in results of operations from fiscal 2008 to 2007.
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The discussion that follows relating 1o our resulls of operations for the comparable fiscal years
ended May 31, 2008, 2007 and 2006, shouid be read in cenjunction with the accompanying audited
Consolidated Financials Statements and Notes and with the information presented in the above table.

Revenues
Years Ended May 31, 2008 vs, 2007 2007 vs, 2006
2008 2007 2006 Dollars Percent Dollars Percent
(in thousands)
Revenues:
License fees ........... $132,156 $105861 $ 71,076 § 26,295 24.8% § 34,785 48.9%
Maintenance . .......... 336,779 291,657 188,155 45,122 155 103,502 55.0
Consulting ............ 382,991 352,870 131,545 30,121 8.5 221,325 168.3
Total revenues . ....... $851,926 $750,388 $390,776 $101,538 13.5% $359,612 92.0%

Total Revenues. We generate revenues from licensing software, providing maintenance on licensed
products and providing consulting services. We generally utilize written contracts as the means to
establish the terms and conditions by which our products, maintenance and consulting services are sold
to our customers. As our maintenance and consulting services are primarily attributable to our licensed
products, growth in our maintenance and consulting services is generally tied to the level of our license
contracling aclivity.

Fiscal 2008 total revenues increased 13.5% to $851.9 million as compared to $750.4 million in
fiscal 2007. Year-to-date increases were experienced in all our revenue streams, with maintenance
representing the largest dollar increase at $45.1 million and license fees representing the largest
percentiage increase at 24.8%.

The growth in total revenues in fiscal 2007 over fiscal 2006 was primarily attributable to the
addition of the Intentia business. A total of $308.8 million, or 79.0%, of this increase was attributable
to the Intentia revenue streams and the remaining $50.8 million, or 13.0%, was attributable to growth
in the legacy Lawson revenue streams.

License Fees. Our license fees primarily consist of fees resulting from products licensed 10
customers on a perpetual basis. Product license fees result from a customer’s licensing of a given
software product for the first time or with a customer’s licensing of additional users for previously
licensed products.

License fee revenues for fiscal 2008 increased $26.3 million, or 24.8%, compared to fiscal 2007.
The growth in license fee revenues was primarily driven by a net increase of $27.1 million in new
software licenses and an increase in the recognition of deferred license revenues of $25.1 millien. The
increase in deferred license revenue recognized included the effect of a purchase accounting adjustment
made in connection with our acquisition of Intentia. This adjustment reduced Intentia’s deferred
revenue balance and reduced the amount of deferred revenue recognized in fiscal 2007. These
increases in license revenues were partially offset by a $24.5 million increase in revenues currently
deferred which was primarily due to a decrease in our average conversion rate of approximately five
percentage points. The decrease in our average conversion rate was primarily related to the deferral of
certain significant contracts entered into during the second half of fiscal 2008, The total number of
licensing transactions decreased by 95 to 1,545 in fiscal 2008 as compared to 1,640 last year primarily
due to a reduction in the number of Lawson Sysiem Foundation (L.SF) transactions in the current year,
The number of licensing transactions with new customers increased slightly to 129 in fiscal 2008
compared to 125 in fiscal 2007. Our total licensing transactions greater than $1.0 million also remained
flat at 14. However, our average selling price related to licensing transactions increased 29.5% over last
year. Excluding the impact of certain significant contracts entered into in fiscal 2008, our average deal
size increased 20.3%.
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License fees increased $34.8 million, or 48.9%, in fiscal 2007 over fiscal 2006 of which
$36.8 million, or 51.8%, related to Intentia's revenues. Intentia’s increase related to fiscal 2007 having
included an entire year of license revenues as compared to fiscal 2006 which included only five weeks.
Excluding Intentia’s license revenues, license fees for legacy Lawson slightly decreased by $2.0 million,
or 2.8%, in fiscal 2007 as compared to total 2006 license revenues. In fiscal 2007, deals greater than
$1 miilion decreased to seven from ten in fiscal 2006, which led to lower contracled license amounts,
which in turn led to lower license fee revenues. An increase in the amount of revenue that was
deferred, including the full deferral of certain contracts, also attributed to the lower license fee
revenues for S3 products. The number of licensing transactions with new customers decreased to 60 in
fiscal 2007 down from 67 in fiscal 2006. Despite the slight decrease in license fee revenues, from a
product perspective, our LSF product line experienced growth of approximately $13.5 million.

License fee revenues as a percentage of total revenues for fiscal 2008, 2007 and 2006 was 15.5%,
14.1% and 18.2%, respectively. '

Maintenance. Our maintenance revenues represent the ratable recognition of fees to enroll and
renew licensed products in our maintenance program. This program entitles our customers to product
enhancements, technical support services, and on-going compatibility with third-party operating systems,
databases and hardware. These fees are typically charged annually and are based on the license fees
initially paid by the customer. Maintenance revenues can fluctuate based on the number and timing of
new license conlracts, renewal rates and price increases.

Maintenance revenues for fiscal 2008 increased $45.1 million, or 15.5%, compared to fiscal 2007.
This increase was primarily driven by the migration of our customers, primarily in our EMEA region,
to Lawson Total Care agreements. Lawson Total Care is our comprehensive customer care program
which includes among other things software upgrades, updates, corrections, as well as various levels of
supporl. Fiscal 2008 also benefited as compared to last year as a result of the $8.1 million fair value
purchase accounting adjustment reflected in fiscal 2007 maintenance revenues, which was partially
offset by a similar $1.4 million fair value adjustment in fiscal 2008, both adjusiments reduced
maintenance revenues in the respective periods. In addition, price increases and maintenance
agreements associated with new customers also contributed 1o the increase in maintenance revenues.
Fiscal 2008 renewal rates were stable through the year.

Maintenance revenues increased by $103.5 million, or 55.0%, for fiscal 2007 due mostly 10
maintenance revenues of $81.3 million, or 43.2%, added with the purchase of Intentia that was not
included within our maintenance revenues in fiscal 2006. Maintenance revenues for the M3 product
line from Intentia continued to be adversely impacted by the fair value purchase accounting
adjustments as a result of the acquisition, This fair value purchase accounting adjustment had the
expected effect of lowering the maintenance revenues from M3 maintenance services by $8.1 million for
fiscal 2007. The remaining $22.2 million of the total increase was due 1o our legacy Lawson
maintenance revenue increases. The higher maintenance revenues were influenced by an increase in
renewal rates from 94.2% in 2006 10 95.5% in 2007. Price increases and maintenance agreements
assoctated with new cusiomers also contributed to the higher maintenance revenues.

Maintenance revenues as a percentage of total revenues for fiscal 2008, 2007 and 2006 was 39.5%,
38.9% and 48.1%, respectively.

Consulting. Our consulting revenues consist of services related 1o software installations, software
implementations, customized development and training services for customers who have licensed our
products. Consulting revenues also include revenues associated with our hardware business.

Consulting revenues for fiscal 2008 increased $30.1 million, or 8.5%, compared to fiscal 2007. This
was primarily attributable to an $15.8 million increase resulting from higher billable hours in the
Americas and a global billing rate increase, a $6.9 million increase in third-party revenues, a
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$3.9 million increase resulting from a reduction in free service hours provided to customers, and
$3.1 million related to the fiscal 2007 fair value purchase accounting adjustment associated with the
Intentia acquisition.

Consulting revenues for fiscal 2007 almost tripled with an increase of $221.3 mitlion, or 168.3%,
from fiscal 2006. Intentia has historically experienced higher consulting revenues when compared to
Lawson’s traditional consulting revenues. In fiscal 2007, the consulting revenues derived from M3 was
$190.6 million, or 54.0%, of total consulting revenues and 144.9% of the total increase over 2006. The
fair value purchase accounting adjustment associated with the Intentia acquisition had the effect of
lowering the expected consulting revenue by $3.3 million for fiscal 2007. In fiscal 2007, excluding the
impact of M3 consulting, the remaining $30.7 million increase pertained to consulting revenues from
legacy Lawson. A three percent improvement in utilization of resources resulted in increased consulting
revenues. Revenues provided by third-parties as a result of service opportunities exceeding the current
capacity of Lawson consultants, also contributed to the increase in consulting revenues.

Consulting revenues as a percentage of total revenues for fiscal 2008, 2007 and 2006 was 45.0%,
47.0% and 33.7%, respectively.
Cost of Revenues

Years Ended May 31, 2008 vs. 2007 2007 vs. 2006
2008 2007 2006 Dollars Percent Dollars  Percent
{in thousands)

Cost of revenues:

Cost of license fees . ........... $ 28,782 § 26,530 § 13,344 $ 2252 85% $ 13,186 98.8%
Cost of maintenance ... ........ 65,885 59,108 30,365 6,777 11.5 28,743 947
Costofconsulting . ............ 318,253 313,682 127,833 4,571 1.5 185,849 1454
Total cost of revenues . ....... $412,920 $399.320 $171,542 $13,600 34% $227,778 132.8%
Gross profit:
License fees . ................ $103,374 § 79,331 § 57,732 $24.043 303% § 21,599 374%
Maintenance . .. .............. 270,894 232,549 157,790 38,345 16.5 74,759 47.4
Consulting . ................. 64,738 39,188 3,712 25550 65.2 _ 35476 955.7
Total gross profit .. .......... $439,006 $351,068 $219,234 $87,938 25.0% $131,834 60.1%
Gross margin %:
License fees ................. 782% 749% 81.2%
Maintenance . . ............... 80.4% 79.7% 839%
Consulting .................. 169% 11.1% 2.8%
Total gross margin % . ........ 515% 46.8%  56.1%

Cost of License Fees. Cost of license fees includes royalties to third parties, amortization of
acquired software and software delivery expenses. Our software solutions may include embedded
components of third-party vendors for which a fee is paid to the vendor upon the sale of our products,
In addition, we resell third-party products in conjunction with the license of our software solutions,
which also results in a fee. The cost of license fees is higher, as a percentage of revenues, when we
resell products of third-party vendors. As a result, license fee gross margins will vary depending on the
proportion of third-party product sales in our revenue mix.

For fiscal 2008, cost of license fees increased $2.3 million, or 8.5%, compared 1o fiscal 2007. This
increase was primarily related to a $1.7 million increase in amortization of intellectual property, a
$0.6 million increase in personnel costs related to the enhancement of our product delivery team which
facilitates global license distribution, and a $0.7 million increase in allocalions and other costs incurred
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to support the higher license revenues. Partially offsetting these increases was a net $0.7 million
decrease in third-party costs related to the decline in LSF upgrade transactions discussed previously.
Fiscal 2008 license fee gross margin increased to 78.2% up from 74.9% last year primarily due to
higher license volume, improved margins on third-party products and fewer lower margin LSF upgrade
transactions in our fiscal 2008 revenue mix.

Cost of license fees increased $13.2 million, or 98.8%, in fiscal 2007 as compared to fiscal 2006.
The increase in cost of license resulted primarily from the addition of $11.8 million, or 88.4%, of
expenses from Intentia which included $8.5 million of amortization of intangible assels associated with
the acquisition. The additional increase of $1.4 million related to legacy Lawson and was primarily the
result of higher third-party costs of $3.3 million due to high LSF upgrade sales, which was partially
offset by lower amortization costs of $0.9 million

Cost of Maintenance. Cost of maintenance includes salaries, employee benefits, related travel,
third-party maintenance costs associated with embedded and non-embedded third-party products, the
overhead costs of providing support services to customers, as well as intangible asset amortization on
supporl contracts.

Cost of maintenance for fiscal 2008 increased $6.8 million, or 11.5% compared to last year. The
increase was primarily attributable to a $5.2 million increase in employee-related costs to support a
higher headcount related to improved responsiveness and resolution of customer inquiries and a
$1.2 million increase in third-party costs. Maintenance gross margin for fiscal 2008 was 80.4%, up
slightly from 79.7% in fiscal 2007, as revenue growth outpaced increased costs 10 deliver applicable
service {0 our customers.

Cost of maintenance increased $28.7 million, or 94.7%, for fiscal 2007 from fiscal 2006 and
primarily resulted from the addition of $25.2 million, or 83.0%, of expenses from Intentia. The
remaining $3.5 million, or 11.5%, for legacy Lawson was primarily the result of an increase of
$2.1 million relating 10 higher emplovee expenses as a result of a higher headcount and salary
increases. Maintenance margin decreased to 79.7% in fiscal 2007 from 83.9% in fiscal 2006 due 1o the
addition of the results of Intentia which had historically produced lower margins than legacy Lawson.
Legacy Lawson maintenance margins were consistent between fiscal 2006 and fiscal 2007.

Cost of Consulting. Cost of consulting includes salaries; employee benefits; third-party consulting
costs; related travel; and the overhead costs of providing implementation, installation, training and
education services to customers. Cost of consulling also includes cosis associated with our hardware
business,

Cost of consulting increased $4.6 million, or 1.5%, in fiscal 2008 compared to fiscal 2007. This
increase resulted primarily from a $14.4 million increase in employee-related costs to support the
increase in headcount related to higher business demand, a $3.9 million increase in third-party costs
assoctated with the higher third-party revenues, and a $2.7 million increase in infrastructure costs
related to our global support centers. These increases were partially offset by a $8.5 million decrease in
incentive compensation resulting from lower performance compared to utilization and margin targets
and certain reductions based on management’s discretion, a $5.2 million decrease in amortization
expense relaled to order backlog recorded as part of the Inlentia acquisition and fully amortized in
fiscal 2007, a $2.6 million decrease in settlements of customer claims paid in fiscal 2007 with no similar
amount in the current year, as well as a $0.3 million decrease in stock-based compensation expense.
Gross margin on consulting revenues for fiscal 2008 improved 10 16.9% as compared to 11.1% for last
year as our consulting revenues increased without a corresponding increase in our cost of consulting.

The cost of consulting increased $185.8 million, or 145.4%, over fiscal 2006. The increase in cost of
consulting resulted from the addition of $169.5 million, or 132.6%, of expenses from Intentia, which
included $5.1 million of amortization of intangible assets acquired in the acquisition. Excluding the
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addition of Intentia, cost of consulting increased $16.3 million, or 12.8%, associated with the

$30.7 million increase in S3 consulting revenues previously discussed. The S3 expense increase was due
to increased employee costs of $9.3 million. The increased employee costs related 1o higher headcount
resulted in a $6.4 million increase and higher sales incentives of $3.5 million. In addition, third-party
consulting costs were up $3.2 million due to a lack of resources as a result of an increase in LSF
implementations and an already high utilization rate. Consulting margins benefited from the addition of
Intentia, as Intentia’s margins were historically higher than those generated by legacy Lawson.

Operating Expenses

Years Ended May 31, 2008 vs, 2007 2007 vs, 2006
2008 2007 2006 Dollars  Percent Dollars  Percent
(in thousands)

Operating Expenses:

Research and development . . . . .. $ 85374 § 85325 $ 60,711 § 49  0.1% § 24,614 405%
Sales and marketing .. ... ... ... 189,336 160,551 83,193 28785 179 § 77358 930
General and administrative . . . . .. 100,259 98,263 54,827 1,996 20  $43436 79.2
Restructuring. . .. ............ (731) 15,483 1,825 (16,214) *NM  § 13,658 748.4
Amortization of acquired
intangibles . ............... 13,690 10,089 2,122 3,601 357 $§ 7967 3754
Total operating expenses . . . . . . $387,928 $369,711 $202,678 $ 18,217 49% $167,033 824%

*  NM Percentage not meaningful

Research and Development. Research and development expenses consist primarily of salaries,
employee benefits, related overhead costs, and consulting fees associated with product development,
enhancements and upgrades provided to existing customers under maintenance plans and to new
customers, testing, quality assurance and documenlation.

For fiscal 2008, research and development was relatively flat at $85.4 million compared 1o
$85.3 million in fiscal 2007, an increase of less than 1.0%. Qur strategic shift in outsourcing activities 1o
lower-cost regions through our global support center resulted in an increase in our research and
development efforts as a result of adding headcount, without increasing our total costs.

Research and development expenses for fiscal 2007 increased $24.6 million, or 40.5%, from fiscal
2006. Excluding the addition of $32.5 million from the acquisition of Inientia, research and
development expenses decreased $7.9 million, or 13.0%, of which $5.8 million is due to lower human
resource expenses resulting from transitioning employees to off-shore facilities and a headcount
reduction and lower bonus expense.

Sales and Marketing. Sales and marketing expenses consist primarily of salaries and incentive
compensation, employee benefits, travel and overhead costs related to our sales and marketing
personnel, as well as trade show activities, advertising costs and other costs associated with our
Company’s marketing activities.

Sales and marketing expenses for fiscal 2008 increased $28.8 million, or 17.9%, compared 1o fiscal
2007. This increase was primarily due 1o an increase of $26.3 million in employee-related costs incurred
due to an increase in headcount to support our higher level of sales in fiscal 2008 and our expanded
efforts related to our target markets, a $1.3 million increase in infrastructure costs as well as additional
costs incurred 1o support our growing sales and marketing operations.

Sales and marketing expenses for fiscal 2007 increased $77.4 million, or 93.0%, from fiscal 2006
primarily due 1o the addition of expenses associated with the acquisition of Intentia. Qur sales and
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markelting expenses increased as we increased our sales personnel to address the markel opportunity
for both 83 and M3 products. Excluding the addition of $62.7 million, or 75.4%, of sales and marketing
expenses from the acquisition of Intentia, sales and marketing expenses increased $14.7 million, or
17.6%, due to increases in employee expenses. Of the increase in employee expenses, $8.0 million
related to headcount growth, $2.9 million related to increased sales incentives, $2.0 million related to
increased benefits and $1.5 million related 10 increased stock compensation expense.

General and Administrative. General and administrative expenses consist primarily of salaries,
employee benefits and retated overhead costs for administrative employees, as well as legal and
accounting expenses, consuiting fees and bad debt expense,

Fiscal 2008 general and administrative expenses increased $2.0 million, or 2.0%, compared to fiscal
2007. This increase was primarily the result of a $7.2 million increase in employee-related costs, higher
infrastructure costs of $4.7 million primarily related to our international operations and our global
shared service centers and a $1.0 million increase in legal fees. These increases were partially offset by
a $3.9 million reduction in our pre-merger litigation reserve recorded in the third quarter of fiscal 2008
(See Note 13, Commitments and Contingencies, in Notes 10 Consolidaled Financial Statements of this
Form 10-K for additional information), a $5.1 million decrease in contractor fees, and a $2.2 million
decrease in accounting fees,

General and administrative expenses for fiscal 2007 increased $43.4 million, or 79.2% over fiscal
2006 of which $36.0 million or 65.7% was due to the addition of Intentia. The remaining increase of
$7.4 million or 13.5% periains to legacy Lawson and was the result of $2.6 million higher salaries as a
result of additional headcount and merit increases. Higher professional service and consulting fees of
$2.6 million and increased bad debt expense of $2.4 million also contributed to higher general and
administrative expenses.

Restructuring.  During fiscal 2008, we recorded a $0.7 million credil related o restructuring
charges compared with $15.5 million and $1.8 million in restructuring charges for fiscal 2007 and 2006,
respectively. The fiscal 2008 credit relates to adjustments to the original estimates established in the
restructuring accruals discussed below.

Fiscal 2007 Restructuring.  On February 28, 2007, we completed a roadmap for optimizing our
productivity by enhancing global soutcing capabilities and resources. This roadmap calls for the
rebalancing of our resources between various locations primarily in the U.S., Europe and our global
support center in the Philippines. Management envisions the reduction of approximately 250 employees
primarily in the Company’s U.S. and European operations over the course of fiscal 2008 and the first
quarter of fiscal 2009. This reduction will include employees working in all areas of the Company,
predominantly in consulting and research and development. In conjunction with this roadmap and in
accordance with SFAS No. 112, Employers’ Accounting for Postemployment Benefits (SFAS 112), we
recorded a charge of $11.9 million. As of May 31, 2007, we had a reserve of $10.5 million for severance
and related benefits. For fiscal 2008, $5.4 million of severance and related benefits were paid and
$0.2 million of adjustments were made to the reserve. The ending reserve balance at May 31, 2008 was
$4.7 million and we expect actions relating 1o severance will be completed in the first quarter of fiscal
2009 with related cash payments continuing through November 2008.

On April 26, 2006, in conjunction with the business combination with Intentia, we approved a plan
designed to eliminate employee redundancies in both Intentia and legacy Lawson.

Fiscal 2006 Legacy Lawson. The plan for legacy Lawson included the reduclion of approximately
60 employees in the U.S. and U.K. and the exit or reduction in space for leases in certain facilities.
The reduction included employees who worked in operations, marketing, sales, research and
development, maintenance and consulting. As of May 31, 2007, we had a reserve of $2.6 million for
both severance and associated benefits and for the exit or reduction of leased facilities. For fiscal 2008,
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cash paymenis of $0.5 million were made for the exit of leased facilities. In addition, adjustments of
$0.1 million were made to the reserve related 10 the exit of leased facilities. The ending reserve balance
al May 31, 2008 was $2.0 million for the exil or reduction of leased facilities. Actions relating to
severance were completed in the first quarter of fiscal 2008. We expect cash payments for the exit of
leased facilities to continue through July 2011.

Fiscal 2006 Intentia. The plan for Intentia included the reduction of approximately 125 employees
in the EMEA and AFAC regions and the exit or reduction in space for leases in certain facilities. The
reduction of employees included employees who worked in all functional areas of the Company. As of
May 31, 2007, we had a reserve of $11.3 million for both severance and associated benefits and for the
exit or reduction of leased facilities. Cash payments of $0.9 million and $2.0 million were made for
severance and associated benefits and for the exit of teased facilities in fiscal 2008, respectively. There
were adjustments made for the lease exit costs of $4.4 million in fiscal 2008 primarily related to a
change in the original lease restructuring plan. EITF 95-3, Recognition of Liabilities in Connection with a
Purchase Business Combination (EITF 95-3), requires that a reduction to a restructuring liability
established in connection with a business purchase combination should reduce the amount originally
recorded 10 goodwill. The ending balance as of May 31, 2008 was $4.9 million related to the reserve for
the exit or reduction of leased facilities. Actions relating to severance were completed in the third
quarter of fiscal 2008. We expect cash payments for the exit of leased facilities to continue through
June 2012,

We continue to expect to see cost savings in future periods as a result of the restructuring plans
with a reduction in cost of revenues and operating expenses resulting from lower facility lease expense
and reduced headcount. See Note 3, Restructuring, in Notes to Consolidated Financial Statements of
this Form 10-K for additional information.

Amortization of Acquired Intangibles. Amortization of acquired intangibles for fiscal 2008
increased $3.6 million, or 35.7%, compared to fiscal 2007. This increase is related to the on-going
amortization of intangibles acquired in the Intentia merger primarily due 1o certain intangibles being
amortized based on estimated cash flows as compared 1o a straight-line basis, resulting in higher
amortization expense in the current fiscal year. Similarly, the $8.0 million increase in fiscal 2007
amortizalion compared to fiscal 2006 was primarily due to the amortization of intangibles acquired in
the Intentia merger.

Other Income (Expenses), net

Total other income (expense), net, consisting of interest income earned from cash, marketable
securities and other investments, interest expense, and other associated costs, was a net expense of
$6.2 million in fiscal 2008 compared to net income of $12.1 million in fiscal 2007 and $11.1 million in
fiscal 2006.

The $18.3 million decrease in fiscal 2008 other income (expense), net, as compared to fiscal 2007
was primarily due to the $18.4 million other-than-temporary impairment charge we recorded related to
our investments in auction rate securities and a $4.7 million increase in interest expense primarily
related to interest on our $240.0 million senior convertible notes issued in April 2007, These decreases
were partially offset by an increase in interest income of $4.6 million, resulting from higher average
investment balances in the current period as compared to the same period last year. Due 1o the current
markel, we anticipate interest income will not increase significantly in future periods.

Other income (expense), net, increased in fiscal 2007 by $1.0 million as compared to fiscal 2006.
This was due 10 an increase in interest income to $15.5 million in fiscal 2007 from $10.8 million in
fiscal 2006 primarily due to higher average investment balances and higher overall interest rates.
Average investment balances increased by $69.3 million in fiscal 2007 due mainly to the remaining net
cash proceeds of our senior convertible notes offering and the cash infusion of our annual maintenance
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billings. Average yields increased to 4.8% in fiscal 2007 from 4.0% in fiscat 2006 due to general trends
in the market. Interest expense increased to $4.1 million in fiscal 2007 from $0.1 million in fiscal 2006

primarily due to interest expense associated with our senior convertible notes offering which closed on

April 23, 2007 and interest expense related to Intentia customer. See Note 4, Business Combinations, in
Notes to Consolidated Financial Statements of this Form 10-K for additional information.

Provision for Income Taxes

The Company adopted the provisions of FIN 48, on June 1, 2007. As a result of the
impiementation of FIN 48, we recognized an approximate $4.6 million increase in our liability for
unrecognized tax benefits, which was accounted for as a reduction to the June 1, 2007, balance of
income taxes payable.

For fiscal 2008 our global provision for income taxes was $31.2 million as compared to
$14.4 million for fiscal 2007. The increase in our global provision was primarily related to increased
profitability in the various jurisdictions in which we operate. Our effective income 1ax rate for fiscal
2008 was 69.4%. The rate for the year was negatively impacted by 15.8% for discrete items related to a
capital loss on an other-than-temporary impairment charge on auction rate securities for which no tax
benefit is expected. The rate for the year was also negatively impacted by 22.9% for unbenefited
foreign losses. See Note 12, Income Taxes, in Notes to Consolidated Financial Statements of this
Form 10-K for our full rate reconciliation.

In addition, during fiscal 2008, we recorded income tax benefits of $2.7 million for tax deductions
in excess of historical book deductions related to employee stock option exercises, as compared 1o
$3.1 million in fiscal 2007. These tax benefits, which decreased current income taxes payable and
increased additional paid-in capital by equal amounts, had no effect on our provision for income taxes;
however, it did result in a significant decrease in the amount of our cash tax outlay. Beginning in fiscal
2007, with the adoption of SFAS 123(R), stock compensation and the related tax deductions were
included in our Consolidated Statement of Operations.

Our global provision for income taxes for fiscal 2007 was $14.4 million as compared to
$11.7 million for fiscal 2006. The increase in the global provision was related to the mix of income in
the various jurisdictions where we operate and continual losses in certain jurisdictions where valuation
allowances are required. Furthermore, in 2007 we increased our tax reserves for uncerlain tax matters
while in 2006 our increases to global tax reserves were largely offset due to the favorable resolution of
certain issues. Qur global effective income tax rate for fiscal 2007 was not meaningful due to our
overall pre-tax consolidated book loss. The effective income tax rate for fiscal 2006 was 42.3%.

In April 2006, the Company acquired Intentia. As of the date of the acquisition, many of the
Intentia legal entities had net operating loss carryforwards with full valuation allowances applied against
them. Under the provisions of SFAS 109, if acquired net operating losses are ultimately realized this
will not result in a tax benefit bul rather a non-cash tax expense and a reduction to goodwill.
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Liquidity and Capital Resources

As of and for the Years Ended

May 31, % Change % Change
2008 2007 2006 2008 vs. 2007 2007 vs. 2006
(in thousands)

Cash Flow
Cash provided by operating activities . . . . . $ 81,639 $ 98543 § 76,486 (17.2)% 28.8%
Cash used in investing activities ........ $(27,287) $(11,488) $(23,758) 137.5% (51.6)%
Cash provided by (used in) financing

activities . . . . . ... .. $(97,247) $173,766 $(32,645) *NM *NM
Capital Resources
Working capital . ................... $261,072 $324616 $168,201 (19.6)% 93.0%
Cash and cash equivalents, marketable

securities and short-term investments . .. $485,810 $553,836 $306,581 (123)% 80.6%

*  NM Percentage not meaningful

As of May 31, 2008, we had $485.8 million in cash, cash equivalents, marketable securities and
other investments and $261.1 million in working capital. Our most significant source of operating cash
flows is derived from license fees, maintenance and consulting fees related to services provided to our
customers. Days sales outstanding (DSO), which is calculated on net receivables at period-end divided
by revenue for the quarter times 90 days in the quarter, was 71 and 69 as of May 31, 2008 and May 31,
2007, respectively. Our primary uses of cash from operating activities are for employee costs, third-
party costs for licenses and services, and facilities.

We believe that cash flows from operations, together with our cash, cash equivalents, marketable
securities and other investments, will be sufficient to meet our cash requirements for working capital,
capital expenditures, restructuring activities. investments and share repurchases for the foreseeable
future. As part of our business strategy, we may use cash to acquire companies or products from
time-to-time to enhance our product lines, which could have a material affect on our capilal resources.

Cash Flows from Operating Activities:

Nel cash provided by operating activities in fiscal 2008 was $81.6. In addition to our net income of
$13.7 million, other sources of cash included non-cash charges of $44.6 million for depreciation and
amortization and $6.7 million related to stock-based compensation, the $18.4 million impairment charge
related to our investments in auction rate securities, a net $7.5 million provision for warranty and
doubtful accounts, and a $8.6 million related to deferred income taxes. These sources of cash were
partially offset by a net $15.4 million used for working capital purposes. The $15.4 million in cash used
for working capital purposes included a $33.6 million decrease in accrued and other liabilities primarily
related to a reduction in our pre-merger litigation and restructuring reserves as well as a decrease in
our value added tax (VAT) payable, a $19.5 million increase in prepaid expenses reflecling an increase
in VAT receivable relating to our Switzerland based shared service center, and a $6.4 million increase
in trade accounts receivable related to a number of new customers’ large contracts entered into in the
second half of fiscal 2008 and a net increase in maintenance billings. These working capital uses of cash
were mostly offset by $34.2 million in cash provided by deferred revenue and customer deposits related
to deferrals of certain significant contracts and higher fourth quarter fiscal 2008 maintenance billings
and an increase in prepaid license fees and a $9.9 million increase in income taxes payable.

Net cash provided by operating activities was $98.5 million for fiscal 2007. Offsetting our net loss
of $20.9 million in 2007 was $60.8 million in net working capital changes and non-cash charge
adjusiments to net income of $39.6 million of depreciation and amortization, $7.7 million related to
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stock-based compensation, $8.1 million related to deferred taxes and $6.0 million of provision for
doubtful accounts and warranty provisions. The $60.8 million in cash provided by working capital in
2007 related to sources of cash including an increase in deferred revenue of $85.2 million primarily
related to continued efforts to move America’s maintenance contracts to a common renewal date of
June 1 and a decrease of $14.1 million in trade accounts receivable. These sources of cash were
somewhat offset by a decrease in accrued and other liabilities of $29.5 million related 10 the pay down
of certain accrued liabilities including variable compensation which existed at the date of the Intentia
acquisition as well as payment of integration related reserves, a decrease in accounts payable of

$5.8 million, a decrease in income tax payable of $2.5 million and an increase in prepaid expenses and
other assets of $0.5 million.

In fiscal 2006 net cash provided by operating activities was $76.5 million as the effect our net
income of $16.0 million was increased by $22.4 of non-cash charges and $38.1 million in working capital
changes. Non-cash charges primarily consisted of $16.2 million of depreciation and amortization and a
$6.8 million stock compensation charges primarily related to a negotiated separation agreement with
the Company’s former president and CEO. The $38.1 increase in net cash provided by working capital,
excluding the impact of the Intentia acquired working capital balances, was primarily driven by a
$10.2 million decrease in accounts receivable, a $22.0 million decrease in prepaid expenses and other
assets and an $8.7 million increase in deferred revenue and customer deposits. The $10.2 million
decrease in cash received from accounts receivable was primarily due 1o a $17.1 million reduction of
Intentia receivable that was partially offset by an increase in legacy Lawson receivable resulting from
strong fourth quarter sales. The $22.0 million decrease in prepaid expenses and other assets is largely
due to the collection of an income tax refund. The $8.7 million increase in deferred revenue and
customer deposits is primarily due to the switch to a June 1st common renewal date for maintenance.
These increases to cash from operating activities were partially offset by a decrease in accrued and
other liabilities of $2.5 million and a decrease in accounts payable of $1.3 million.

Cash Flows from Investing Activities:

Net cash used in investing activities was $27.3 million for fiscal 2008 primarily related to
$23.0 million of capital expenditures and $20.3 million used in conjunction with acquisition activities in
fiscal 2008. These uses of cash were somewhat offset by net proceeds of $11.3 million related to
marketable securities and other investments as well as a $4.7 million decrease in our restricted cash
balance.

Nelt cash used in investing activities was $11.5 million for fiscal 2007 primarily related to
$17.5 million of capital expenditures, an increase in restricted cash of $7.4 million and $3.6 million paid
in conjunction with acquisition activities which were somewhat offset by a net increase of $17.0 million
from marketable security activity.

The cash used in investing activities for fiscal 2006 of $23.8 primarily related to $49.0 million of
cash used in net purchases of marketable securities as well as $4.9 million of cash paid for property and
equipment purchases. This was partially offset by $30.1 million of net cash received in conjunction with
the acquisition of Intentia. See Note 4, Business Combinations, in Notes to Consolidated Financial
Statements of this Form 10-K for additional information.

Cash Flows from Financing Activities:

Net cash used for financing activities was $97.2 million for fiscal 2008. Financing activities for fiscal
2008 were primarily related 10 the use of $105.6 million to repurchase our common stock in connection
with our Board authorized share repurchase program and $3.6 million in payments related to long-term
debt and capital lease obligations which were partially offset by $9.9 million in proceeds from of the
exercise of stock options and the issuance of shares of our common stock under our employee stock
purchase plan.
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Net cash provided by financing activities was $173.8 million for fiscal 2007. The financing activities
for fiscal 2007 included $244.5 million received from the issuance of long-term debt, of which
$240.0 million was cash proceeds received from the issuance of our 2.50% converlible notes (net cash
proceeds were $233.7 million after $6.3 million of debt issuance costs), $34.2 million received from the
sale of stock warrants associated with the convertible notes and $15.1 million in proceeds from of the
exercise of stock options and the issuance of shares under our employee stock purchase plan. Those
sources of cash were partially offsel by $54.9 million used to repurchase our common stock as part of
the Board autherized share repurchase program, $57.7 million to purchase call options associated with
the convertible notes and $6.3 million in payment of debt issvance costs related to our convertible
notes.

Cash used in financing activities was $32.6 million for fiscal 2006 primarily related to $43.2 million
in cash payments related to long- term debt assumed in the acquisition of Intentia. This was partially
offset by $10.7 million in cash received from the exercise of stock options and employee contributions
to our employee stock purchase plan.

Effect of Exchange Rate Changes

In fiscal 2008, changes in foreign currency exchange rates resulted in a $4.1 million increase in our
cash and cash equivalents. Exchange rate changes increased our cash and cash equivalents by
$3.0 million and $2.3 million in fiscal 2007 and 2006, respectively.

Credit Facilities

We have a credit facility that was entered into by the former Intentia on November 1, 2004 and
assumed by Lawson. The facility consists of a guaraniee line with Skandinaviska Enskilda Banken
(SEB) in the amount of $6.6 million (40.0 miltion Swedish Kroner). The facility is secured by a
corporate letter of guaranty by Lawson Software, Inc. As of May 31, 2008, under $0.1 million was
outstanding under the guarantee line and approximalely $6.5 million was available for use.

Senior Convertible Notes

In April 2007, we issued $240.0 million of senior convertible notes with net proceeds, after
expenses, of approximately $233.5 million. The notes mature on April 15, 2012, The notes bear interest
al a rate of 2.5% per annum payable semi-annually in arrears, on April 15 and October 15 of each
year, beginning October 15, 2007. The notes do not contain any restrictive financial covenants. The
notes are convertible, at the holder’s option, into cash and, if applicable, shares of our common stock
based on an initial conversion rate of 83.2293 shares of common stock per $1,000 principal amount of
notes, which is equivalent to an initial conversion price of approximately $12.02 per share (which
reflects a 35.09 conversion premium based on the closing sale price of $8.90 per share of Lawson
commeon stock as reported by NASDAQ on April 17, 2007). We effectively raised the conversion price
to approximately $15.58 per share (which reflects a 75.0% premium when compared to the closing sale
price of $8.90 per share) by simultaneously entering into separale agreements to purchase call options
and sell warrants. In connection with the issuance of the notes, we entered into a registration rights
agreement with the initial purchasers of the notes. On August 16, 2007, we filed the shelf registration
statement, which became effective on that date. See Note 7, Long-Term Debt and Credit Facilities, in
Notes 1o Consolidated Financial Statements of this Form 10-K for additional information.

Restricted Cash

We had $2.8 million held as restricted cash as of May 31, 2008. This balance relates to various
guarantees of our properties worldwide and $0.8 million and $2.0 million have been classified as
current and non-current assets, respectively, on our Consolidated Balance Sheet.
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The $7.4 million balance as of May 31, 2007 included approximately $5.8 million related to
collateral to secure a bank guarantee for the settlement of the purchase of the remaining shares of
Intentia. The arbitration process associated with the settlement of the untendered shares of Intentia
required us to maintain a specified amount as security for a bank guaranty to secure Lawson’s
obligation should additional amounts be due to the holders. On Qctober 11, 2007, the arbitration panel
ruled that no such additional amounts were due and the matter was closed. As a result, the bank lifted
the restriction on the remaining balance and we repairiated the funds. This transfer was reflected in
the second quarter of fiscal 2008.

Auction Rate Securities

As of May 31, 2008, we held a total of $45.2 million in short-term investments in auction rate
securities reflecting an $18.4 million impairment from their original par value of approximately
$63.7 million. These investments are governed by our investment policy, the objective of which is to
provide as high a level of current income as is consistent with preservation of capital and the
maintenance of liquidity. Approved investments include U.S. Government securities and investments in
corporations and municipalities rated AA or higher, including investments in auclion rate securities.
The uncertainties in the credil markets have had a significant affect on our holdings in auction rate
securities. Qur investments in auclion rate securities represent interests in collateralized debt
obligations and are supported primarily by high grade, short-term commercial paper. Auction rate
securities are structured to provide liquidity through a Dutch auction process that resets the applicable
interest rate at pre-determined calendar intervals, generally every 28 days. This mechanism has
historically allowed existing investors either to rollover their holdings, whereby they would continue to
own their respective securities, or liquidate their holdings by selling such securities at par. This auction
process has historically provided a liquid market for these securities. Since early August 2007, these
auctions have not had sufficient buyers 1o cover investors’ sell orders, resulting in unsuccessful auctions.
When an auction is unsuccessful, the interest rate is re-set to a level pre-determined by the loan
documents and remains in effect until the next auction date, at which lime the process repeats.

During fiscal 2008, auctions related to our investments in auction rate securities became
unsuccessful. Since the auction rate securities market began experiencing failed auctions, we have
closely monitored our portfolio and the conditions in the credit and capital markets. All scheduled
interest payments were made during the year however; uncertainties in the credit markets and liquidity
issues relating to these investments resulted in a decline in the fair value of our portfolio of auction
rale securities.

Given the complexity of auction rate securities and the lack of readily observable market quotes
related to these investments, we previously used various models 10 assist in our analysis and assessment
of the fair value of our portfolio. However, on July 7, 2008, we sold our auction rate securities portfolio
for $45.2 million in cash, the carrying value as of May 31, 2008. In light of this transaction, the
$2.9 million of impairment losses previously recorded in the second and third quarters of fiscal 2008
and determined to be temporary and reflected in a separate component of stockholders’ equity were
reclassified as other-than-temporary and included in our results of operations for fiscal 2008. As a
result, we recorded an impairment charge of approximately $18.4 million for fiscal 2008 which was
included in Other income (expense), net in the accompanying Consolidated Statement of Operations.
In addition, we reclassified the presentation of our auction rate securities to short-term investments on
the accompanying Consolidated Balance Sheets,

Repurchase of Common Shares

In November of 2006, our Board of Directors approved a share repurchase program of up to
$100.0 miilion of common stock, which was subsequently increased to $200.0 million by the Board of
Directors in Aprit 2007. The share repurchases are funded using our existing cash balance and future
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cash flows and occur through open market purchases, privately negotiated transactions and/or
transactions structured through investment banking institutions as permitted by securities laws and
other legal requirements. Market conditions influence the timing of the buybacks and the number of
shares repurchased. From inception of the repurchase program through May 31, 2008, we used

$160.5 million to repurchase 18.0 million shares at an average price of $8.94 per share. The
repurchased shares are recorded as treasury stock and result in a reduction to our stockhelders equity.
The shares will be used for general corporate purposes. As of May 31, 2008, the maximum dollar value
of shares that may yet be purchased under this program was $39.5 million. On July 10, 2008, our board
of directors increased the maximum authorized for repurchase purposes by an additional $200.0 million,
to $400.0 million, increasing the maximum dollar value of shares that may yet be purchased under the
program to $239.5 million.

Included in the repurchases in fiscal 2008 were 1.1 million shares purchased from the Lawson
Family Investment Company, Ltd., an entity affiliated with H. Richard Lawson, founder, co-chairman
and a director of the Company, In addition, 2.9 million shares were purchased from Symphony
Technology Group, a principal stockholder of the Company. Dr. Romesh Wadhwani is co-chairman and
a director of the Company and the founder and managing partner of Symphony Technology Group.
These shares were purchased at $9.20 per share.

Contingent Cash Commitments

In fiscal 2005, the Company and International Business Machines Corporation (IBM) entered into
an Original Equipment Manufacturer (OEM) Software Agreement that was modified in the second
quarter of 2006 and again in the third quarter of 2007 and a Masler Relationship Agreement (MRA).
Under these agreements, we resell our business applications in conjunction with IBM’s open standards-
based software, and the companies jointly market these software solutions. The MRA governs the joint
marketing activities and has a three-year term. During the term of the modified OEM Software
Agreement, we pay royalties to IBM for the licensing of IBM programs to each applicable existing and
new Lawson customer, and pay IBM annual maintenance fees for each applicable Lawson customer.
The modified OEM Software Agreement has an initial term of three years, commencing September
2005, and may be extended by Lawson for two additional one-year terms. During the initial three-year
term, we agreed to pay certain minimum quarterly and annual royalties to IBM. Total commitments
under the modified OEM Software Agreement approximate $9.5 million over the three-year term. We
may elect to terminate the OEM Sofiware Agreement for convenience upon 90 days advance notice Lo
IBM. If we ¢lect early termination at any time during the three-year term, the terms of the Agreement
require us to pay IBM any unpaid minimum royalties through the date of termination plus a prorated
share of the guaranteed annual minimum payment due for the year in which the termination occurred.
As of May 31, 2008, the remaining minimum obligation under the OEM Software Agreement was
$0.6 million related to new license customer royally fees.

In May 2005, former Intentia entered into a Master Offshoring Agreement (the Agreement) with
Symphony Service Corp., referred to as Symphony Services, an affiliate of Symphony Technology
Group, LLC (a shareholder of Lawson), and Symphony Technology 1I-A,L.P, pursuant 1o which
Symphony Services agreed to provide Intentia both product development and customer support
resources for an initial five year term. The agreement was not affected by the consummation of the
business combination with Lawson. It is believed that the Agreement will enable us to achieve
significant quality improvements and better customer service without increasing total spending on
product development and customer support and was part of a business transformation plan approved
by Intentia in July 2004. Under terms of the Agreement, we were contractually obligated to pay for a
stated minimum level of resources employed for the first three years of the Agreement, after which
either party may terminate the Agreement by delivery of a six-month advanced written notification. No
such notification had been provided as of May 31, 2008. For the remaining two years of the term of the

51



Agreement which ends in May 2010, we are not contractually obligated 1o pay for a staled minimum
level of resources. However, we are precluded from reducing the level of such resources by more than
25% from one quarter to the next. Therefore, as of May 31, 2008, the estimated remaining minimum
obligation level under the Agreement was $1.3 million. Romesh Wadwani is a member of the Board of
Directors of Lawson and is a partner of Symphony Technology Group, LLC,

In May 2005, Lawson International (former Intentia) entered into a Master Offshoring Agreement
(the IBM AB Agreement) with IBM Svenska AB (IBM AB) in which IBM AB agreed to provide
Lawson International cost efficient, high quality software development services and governs the joint
development activities. The IBM AB Agreement had an initial term of five years, and could be
extended in one or more additional eighteen month period(s), provided that the parties mutually agree
to such renewal in writing at least six month prior to the expiration of the then-current term. The
IBM AB Agreement was not affected by the consummation of the business combination with Lawson.
For the duration of the term of the IBM AB Agreement, we were obligated to provide minimum
staffing levels and resources defined by the IBM AB Agreement at an annual cost of approximately
$1.2 million. Afler completion of two and a half years from the IBM AB Agreement date, we could
terminate the IBM AB Agreement for convenience with six month advance written notice. However, if
the IBM AB Agreement is terminated for convenience before the completion of five years, we were
obligated to pay IBM AB any unpaid amounts due for services performed vp to the termination or the
minimum staffing levels, whichever is greater. We elected to terminate the IBM AB Agreement and
provided applicable notice during fiscal 2008 and the IBM AB Agreement lerminated as of May 4,
2008. As of May 31, 2008 our total remaining minimum obligation under the IBM AB Agreement was
less than $0.1 miilion relating to the early termination.

Disclosures about Contractual Obligations and Commercial Commitments

The following summarizes our contractual obligations and commercial commitments as of May 31,
2008, and the effect these obligations and commitments are expected to have on our liquidity and cash
flows in future periods (in thousands):

1 Year or More than
Total Less 1-3 Years 3-5 Years 5 Years
Balance sheet contractual obligations:
Long-termdebt . . ... ... . ... ... .. .. ..., $246,827 $ 2,806 $ 4,021 $240000 $§ —
Interest on long-term debt . .. .............. 24,557 6,321 12,236 6,000
Capital leases . .. ..... ... ... .. ........ 1,976 1,180 712 &4 —
Strategic partner commitments . ... ..., ....., 600 600 — — —
Total balance sheet contractual obligations. ... 273,960 10,907 16,969 246,084 —
Other contractual obligations:
Operating leases . ............cvinneen.. 123,328 28,539 45,927 34,381 14,48]
Purchase obligations(1) ................... 8,303 7.413 §30 60 —
Total other contractval obligations. . ........ 131,631 35,952 46,757 34,441 14,481
Total contractual obligations(2) .. ............ $405,591 $46,859 $63,726 $280,525 §$14,481

(1) Our purchase obligations represent those commitments grealer than $50,000,

(2) Total unrecognized tax benefits of $5.8 million are not included in the above table as we are
unable to reasonably estimate when these amounits will ultimately be settled. See Note 12, Income
Taxes, in Notes to Consolidated Financial Statements of this Form 10-K for additional information.

52




Off-Balance-Sheet Arrangements

As of May 31, 2008, we did not have any off-balance-sheet arrangements, as defined in
Item 303(a)(4)(ii) of SEC Regulation 5-K. We do not use off-balance-sheet arrangements with
unconsolidated entities, related parties or other forms of off-balance-sheet arrangements such as
research and development arrangements. Accordingly, our liquidity and capital resources are not
subject to off-balance-sheet risks from unconsolidated entities.

We have entered into operating leases for most of our U.S. and international sales and support
offices and certain equipment in the normal course of business. These arrangements are often referred
to as a form of ofi-balance-sheet financing. As of May 31, 2008, we leased facilities and certain
equipment under non-cancelable operating leases expiring between 2008 and 2015. Rent expense under
operating leases for fiscal 2008, 2007 and 2006 was $31.4 miilion, $27.0 million and $16.4 million,
respectively. Future minimum lease payments under our operating leases as of May 31, 2008 are
included above under Disclosures about Contractual Obligations and Commercial Commitments.

Recent Accounting Pronouncements

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and
Hedging Activities (SFAS 161) which requires companies to provide enhanced qualitative and
quantitative disclosures about how and why an entity uses derivative instruments, how derivative
instruments and related hedged items are accounted for under SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities (SFAS 133), and its related interpretations, and how derivative
instruments and related hedged items affect a company’s financial position, financial performance, and
cash flows. SFAS 161 is effective for financial statements issued for fiscal years and interim periods
beginning after November 15, 2008 (our Q3 fiscal 2009). We are currently evaluating the impact of
adopting SFAS No. 161.

In May 2008, the FASB issued FSP APB 14-1, Accounting For Convertible Debt Instruments That
May Be Settled in Cash Upon Conversion (Including Partial Cash Settlement) (FSP APB 14-1) which
impacts the accounting treatment for convertible debt instruments that allow for either mandatory or
optional cash settlements. FSP APB 14-1 will impact the accounting associated with our $240.0 million
senior converlible notes. This FSP will require us to recognize significant additional non-cash interest
based on the market rate for similar debt instruments without the conversion feature. Furthermore, it
requires recognizing interest expense in prior periods pursuant 10 the retrospective accounting
treatment. FSP APB 14-1 is effective for fiscal years beginning after December 15, 2008 (our fiscal
2010) and early adoption is not permitted. Assuming applicable market rates of seven to nine percent,
we would be required to record additional non-cash interest of approximately $10.8 million to
$15.6 million annually, On a retrospective basis we would be required to reflect additional non-cash
interest of approximately $10.8 million to $15.6 million for fiscal 2008 and approximately $1.8 million to
$2.6 million for fiscal 2007. We are continuing to evaluate the impact on our financial statements of
applying the provisions of FSP APB 14-1.

In December 2007, the FASB issued SFAS No. 141 (revised 2007), Business Combinations
(SFAS 141(R)) which will significantly change how business acquisitions are accounted for and will
impaci financial statements both on the acquisition date and in subsequent periods. SFAS 141(R)
establishes principles and requirements for the recognition and measurement of identifiable assets
acquired, the liabilities assumed, contracilual contingencies, and contingenl consideration at their fair
value on the acquisition date. Some of the changes, such as the accounting for contingent consideration
and exclusion of transaction costs from acquisition accounting may introduce more volatility into
earnings. SFAS 141(R) is effective for fiscal years beginning on or after December 15, 2008 (our fiscal

' 2010). With the adoption of SFAS 141(R), our accounting for future business combinations will change

on a prospective basis beginning in the first quarter of fiscal 2010. In relation to previous acquisitions,
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the provisions of SFAS 141(R) will require any release of valuation allowance recorded through
purchase accounting to be included in our Consolidated Statement of Operations rather than as an
adjustment to goodwill. This would have a favorable impact (o operating results.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated
Financial Statements, an amendment of ARB no. 51 (SFAS 160). SFAS 160 will change the accounting
and reporting for minority interests, which will be recharacterized as noncontrolling interests and
classified as a separate component of equity rather than as a liability. SFAS 160 is effective for fiscal
years beginning on or after December 15, 2008 (our fiscal 2010). We do not expect the adoption of
SFAS 160 to have a material impact on our financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities—Including an amendment of FASB Statement No. 115 (SFAS 159) which is effective
for fiscal years beginning after November 15, 2007 (our fiscal 2009). Under SFAS 159, companies may
elect to measure specified financial instruments and warranty and insurance contracts at fair value on a
contract-by-contract basis, with changes in fair value recognized in earnings each reporting period. We
are currently evaluating the potential impact on our financial statements of adopting SFAS 159.

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (SFAS 157).
SFAS 157 establishes a common definition for fair value to be applied 1o U.S. GAAP guidance
requiring use of fair value, establishes a framework for measuring fair value, and expands disclosure
about such fair value measurements. SFAS 157 is effective for fiscal years beginning after November 15,
2007 (our fiscal 2009). In February 2008, the FASB issued Staff Positions (FSP) No. 157-1 and
No. 157-2 (FSP 157-1 and FSP 157-2). FSP 157-1 removes certain leasing transactions from the scope
of SFAS 157. FSP 157-2 partially defers the effective date of SFAS 157 for one year for certain
nonfinancial assets and nonfinancial liabilities that are recognized at fair value on a nonrecurring basis
(at least annually). The adoption of SFAS 157, along with the recently issued Staff Positions, will not
have a significant impact on our financial statements.

Item 7A. Qualitative and Quantitative Disclosures About Market Risk

Foreign Currency. Our market risk includes the potential loss arising from adverse changes in
foreign currency exchange rates. For fiscal 2008, approximately 49.6% of our revenue was denominated
in a foreign currency.

We manage foreign currency market risk, from time to time, using forward contracts to offset the
risk associated with the effects of certain foreign currency exposures. Increases or decreases in our
foreign currency exposures are expected to be offset by gains or losses on forward contracts. This is
expected to mitigate the possibility of significant foreign currency transaction gains or losses in future
periods. For the fiscal 2008, our foreign currency exposures were primarily related to non-functional
currency intercompany loans and advances to/ffrom our international subsidiaries. As of July 1, 2007, we
changed the operating structure of our European subsidiaries whereby our non-functional currency
exposure increased significantly for other balance sheet accounts, particularly accounts receivable,
accounts payable and certain accrual accounts. Therefore, the volume of our hedging activities
increased during fiscal 2008,

We do not use forward contracts for trading purposes. Our foreign currency forward contracts are
generally short term in nature, maturing within 90 days or less. We mark to market all contracts at ihe
end of each reporting period and unrealized gains and losses are included in the Consolidated
Statement of Operations for that period. Our ultimate realized gain or loss with respect to currency
fluctuations will depend on the currency exchange rates and other factors in effect as the contracts
mature. The net fair value of foreign currency forward contracls was a $0.2 million net asset as of
May 31, 2008 and was included in prepaid expenses and other assets on our Consolidated Balance
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Sheets. The corresponding net $0.2 million unrealized gain was included in Other income in the
accompanying Consolidated Statements of Operations as of May 31, 2008.

Interest Rates. Our short-term investments consist of financial instruments, primarily money
market funds and highly liquid debt securities of corporations, and the U. S. Government and
Agencies. As of May, 31, 2008, these investments were primarily denominated in U.S. dollars.
Investments with original maturities of three months or less are classified as cash and cash equivaleats.
As of May 31, 2008, the average maturity of our investment securities was less than three months and
all investment securities had maturities less than 24 months. As of May 31, 2008, we consider the
reported amounts of these investments to be reasonable approximations of fair values. We do not
consider changes in the marke! interest rates related to these investments 1o be a significant risk.

We are also exposed 10 interest rate risk with respect to our senior convertible notes due April 15,
2012. The fair value of our convertible senior notes may be adversely impacted due to a rise in interest
rates. Our senior convertible notes bear interest at a fixed rate of 2.50% per year. As of May 31, 2008,
the carrying value of our convertible senior notes was $235.1 million, including $4.9 million of deferred
debt issuance costs and the fair value was approximately $237.2 million.

Item 8. Consolidated Financial Statements and Supplementary Data

The information required by this Item is included in Part IV Item 15(a)(1) and (2).

Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures
Disclosure Controls and Procedures

We have established and maintained disclosure controls and procedures that are designed to
ensure that information required to be disclosed in our reports filed under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and
forms and that such information is accumulated and communicated to our management, including our
Chief Executive Officer and Chief Financial Officer, to allow timely decisions regarding required
disclosure. As required by Rule 13a-15(b) under the Securities Exchange Act of 1934, as amended, we
conducted an evaluation under the supervision and with the participation of management, including our
Chief Executive Officer and Chief Financial Officer, of the effectiveness of our disclosure controls and
procedures as of the end of the period covered by this Annual Report on Form 10-K. Based on this
evaluation, our Chief Executive Officer and Chief Financia! Officer concluded that our disclosure
controls and procedures were effective as of May 31, 2008.

Management’s Report on Internal Controls and Procedures

Our management is responsible for establishing and maintaining adequate internal conirol over
financial reporting as defined in Securities Exchange Act Rules 13a-15(f) or 15d-15(f}. Internal control
over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external reporting purposes in
accordance with U.S. GAAP. Our internal control over financial reporting includes those policies and
procedures that:

(i) pertain to the maintenance of records that in reasonable detail accurately and fairly
reflect the transactions and dispositions of our assets;
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(i) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with U.S. GAAP, and that our receipts and
expenditures are being made only in accordance with the authorizations of our management and
directors; and

(iii} provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use or disposition of our assets that could have a material effect on our financial
statements.

All internal control systems, no matter how well designed, have inhereni limitations. Therefore,
even those systems determined to be effective can provide only reasonable assurance with respect to
financial statement preparation and presentation and may not prevent or detect misstatements. In
addition, projections of any evaluation of effectiveness to future periods are subject to the risks that
controls may become inadequate because of changes in conditions, or that the degree of compliance
with policies or procedures may deteriorate.

We conducted an assessment of the effectiveness of our internal control over financial reporting as
of May 31, 2008, under the supervision and with the participation of management, including our Chief
Executive Officer and Chief Financial Officer. This assessment was based on the guidelines set forth in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Based on the results of this evaluation, management concluded that
our internal control over financial reporting was effective as of May 31, 2008.

Our independent registered public accounting firm, PricewaterhouseCoopers LLP, has audited the
effectiveness of our internal control over financial reporting as of May 31, 2008. See Part 1V,
Item 15(a)—Financial Statements—Report of Independent Registered Public Accounting Firm, of this
Form 10-K.

Remediation of Material Weakness

As initially disclosed in our Quarterly Report on Form 10-Q for the first quarter of fiscal 2007, and
for the ensuing two Quarterly Reports on Form 10-Q for fiscal 2007, in our 2007 Annual Report on
Form 10-K and then in the three Quarterly Reports on Form 10-Q of fiscal 2008, we reported a
material weakness in our internal control over financial reporting. This material weakness related to
our lack of a sufficient number of qualified accounting personnel with the required proficiency to apply
our accounting policies in accordance with U.S. GAAP. This control deficiency resulted in adjustments,
including audit adjustments, to our May 31, 2007 consolidated financial statements in order for us to
comply with U.S. GAAP. A material weakness is a deficiency, or combination of deficiencies, in internal
control over financial reporting, such that there is a reasonable possibility that a material misstatement
of our annual or interim financial statements will not be prevented or detected on a timely basis.

As of May 31, 2008, we have remediated the previously reported material weakness in our internal
control over financial reporting.

We have implemented the following changes that have improved the effectiveness of our internal
control over financial reporting. We began implementing these changes during fiscal 2007 and
continued our efforts to remediate the aforementioned material weakness through the third quarter of
fiscal 2008. In particular, management has implemented the following:

» Established shared service centers in Europe and the Asia Pacific region reducing the number of
accounting and finance processing centers around the world. All of the personnel that have been
hired as employees of these shared service centers have compleled their training. In the first
quarter of fiscal 2008, we began moving portions of the regional accounting functions to our
shared service centers. By the end of fiscal 2008 we had completed this transition.
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* Conducted training and improved processes associated with journal entry postings, full
month-end close processes and Sarbanes-Oxley compliance.

In addition, during the first nine months of fiscal 2008, we implemented the following changes in
our internal control over financial reporling:

* Hired additional and permanent accounting and finance personnel, including the following key
leadership roles:

* Corporale Controller
* Director of Financial Reporting

* Hired additional and permanent finance department personnel for our Internal Audit and
Sarbanes-Oxley compliance functions that have appropriate accounting backgrounds, with audit
and controls expertise, and understand U.S. GAAP reporting requirements.

* Extended legacy Lawson financial controls processes to the legacy Intentia financial reporting
organization, including changes io Sarbanes-Oxley control documentation and the record-keeping
processes that support U.S. GAAP reporting requirements.

* Reallocated responsibilities within the legacy Lawson St. Paul, Minnesota based finance
organization 1o properly address financial reporting and technical accounting matters
encounltered in International locations. We have allocated these responsibilities back to our
international shared services centers as the teams are now fully developed and trained.

In the fourth quarter of fiscal 2008, we completed appropriate testing to validate comptliance with
our policies, procedures and controls. We completed this testing over the past two quarters to be able
to demonstrate operating effectiveness over a period of time that was sufficient to support our
conclusion. In reviewing the results of this testing, management has concluded that our internal control
over financial reporting, including the number of qualified accounting personnel with the required
proficiency to apply our accounting policies in accordance with U.S. GAAP, were operating effectively
and that the above referenced material weakness in our internal controls has been remediated as of
May 31, 2008.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal control over financial repaorting (as defined in
Rule 13a-15(f) of the Securities Exchange Act) during the quarter ended May 31, 2008 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

Item 9B. Other Information

On July 10, 2008, our Board of Directors approved an amendment 10 the Lawson Software, Inc.
2001 Stock Incentive Plan (“2001 Plan™}, to allow for the grant of restricted siock units. Since the
adoption of the 2001 Plan in 2001, the plan has allowed for the grant of stock options and restricted
stock. The amendment allows for the future grant of restricted stock units in addition to stock optlions
and restricled stock. The amendment did not increase the overall number of shares of our common
stock that may be issued under the 2001 Plan.

Part I11

The information required by Part III, Items 10 through 14, is incorporated by reference from our
definitive Proxy Statement for the 2008 Annual Meeting of Stockholders (the Proxy Statement), which
we will file with the Securities and Exchange Commission pursuant 1o Regulation 14A within 120 days
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of May 31, 2008, the end of our fiscal year covered by this Annual Report on Form 10-K. Except for
those portions specifically incorporated in this Form 10-K by reference 1o our Proxy Statement, no
other portions of our Proxy Statement are deemed to be filed as part of this Form 10-K.

Item 10. Directors and Executive Officers of the Registrant

The information required by this Item as to our directors is incorporated by reference from
information appearing in our Proxy Statement under the headings ‘“‘Proposal Number 1—Election of
Directors, Nominees and Directors,” “Section 16(a) Beneficial Ownership Reporting Compliance,” and
“Audit Committee Report.” The information concerning our executive officers required by this item is
included in Part 1 hereof under the heading “Executive Officers of the Registrant.”

We have adopled a Global Business Code of Conduct that applies 1o our principal executive
officer, principal financial officer, principal accounting officer or controller, or persons performing
similar functions, and all of our other employees and non-employee directors. A copy of our Global
Business Code of Conduct is available on our website (www.lawson.com). We intend Lo salisfy the
disclosure requirement under Item 10 of Form 8-K regarding an amendment to, or waiver from, a
provision of the Global Business Code of Conduct that applies to our principal executive officer,
principal financial officer, principal accounting officer or controller, or persons performing similar
functions, by posting such information on our website, at the address specified above.

Copies of our Corporate Governance Policy and charters for each Committee of our Board of
Directors are also available on our website. Our Global Business Code of Conduct, Corporate
Governance Policy and committee charters are also available in print to any stockholder who submits a
written request to: Lawson Software, Inc., Attn; Corporate Secretary, 380 St. Peter Street, St. Paul,
Minnesota 55102.

Information on our website is not deemed to be incorporated by reference into this Annual Report
on Form 10-K.
Item 11. Executive Compensation

Information required by this item is contained in the section entitled “Compensation of Executive
Officers” in our Proxy Statement and is incorporated herein by reference.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder

Matters

Equity Compensation Plan Information

The following table reflects information related to our equity compensation plans as of May 31,
2008:

Number of Securities Number of Securilies
to be lssued Upon Weighted-Average- Remaining Available
Exercise of Exercise Price of for Future lssuwance
Qutstanding Options, Qutstanding Options, Under Equity
Plan Calegory Warrants and Rights(1) Warrants and Rights(2) Compensation Plans(3)
Plans Approved by Stockholders. . ... 13,432,370 $6.25 39,366,072
Plans Not Approved by Stockholders . — — —
Total. ... ... . 13,432,370 $6.25 39,366,072

(1) Includes outstanding stock options, restricled stock awards and restricted stock units granted under
our 1996 and 2001 Stock Incentive Plans.
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(2) This reflects the weighted-average-exercise price of outstanding options only as the restricted stock
awards and restricted stock units do not have stated exercise prices.

(3) Includes shares available under our 1996 and 2001 Stock Incentive Plans and our 2001 Employee
Stock Purchase Plan.

Other information required by this item is contained in the section entitled “Ownership of
Principal Stockholders, Directors and Management” in our Proxy Statement and is incorporated herein
by reference.

Item 13. Certain Relationships and Related Transactions and Director Independence

Information required by this item is contained in the sections entitled “Certain Transactions” and
“Director Independence” in our Proxy Statement and is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services

The information required by this item is contained in the section entitled “Proposal Number 2—
Ratification of Appointment of our Independent Registered Public Accounting Firm” in our Proxy
Statement and is incorporated herein by reference.

Part IV
Item 15. Exhibits and Financial Statement Schedules
(a) Documents filed as part of this report:
1. Financial Statements:
Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Stockholders’ Equity and Comprehensive Income (Loss)
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
2. Financial Statement Schedules.

Schedules have been omilted because they are not applicable or are not required or the
information required to be set forth in those schedules is included in the financial
slatemenis ar related noles.

3. Exhibits,

The Index to Exhibits attached to this report is incorporated by reference herein.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934,
the Registrant has duly caused this Report to be signed on its behalf by the undersigned, thereunto
duly authorized.

LAWSON SOFTWARE, INC.

By: /s/ ROBERT A. SCHRIESHEIM

Robert A. Schriesheim
Executive Vice President and
Chief Financial Officer
{principal financial officer)

Dated: July 10, 2008
By: /s/ STEFAN B. ScHuLZ

-Stefan B. Schulz
Senior Vice President of Finance
(principal accounting officer)

Dated: July 10, 2008

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose sighature appears
below hereby constitutes and appoints Harry Debes and Robert A. Schriesheim, and each of them, his
true and lawful attorney-in-fact and agents, with full powers of substitution and resubstitution, for him
and in his name, place and stead, in any and all capacities, to sign any and all amendments to this
Form 10-K and 10 file the same, with exhibits thereto and other documents in connection therewith,
with the Securities and Exchange Commission, and hereby grants to such attorneys-in-fact and agents
full power and authorily to do and perform each and every act and thing requisite or necessary 1o be
done, as fully to all intents and purposes as he might or could do in person, hereby ratifying and
confirming all that said attorneys-in-fact and agents or his substitute or substitutes may lawfully do or
cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1934, the following persons in the capacities
and on the dates indicated have signed this Annual Report on Form 10-K.

Signature Title Date

/s/ H. RICHARD LAWSON Director, Co-Chairman July 10, 2008
H. Richard Lawson

fs/ ROMESH WADHWANI Director, Co-Chairman July 10, 2008
Romesh Wadhwani

/s/ HARRY DEBES President and Chief Executive Officer and July 10, 2008
Director (principal executive officer)

Harry Debes
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David R. Hubers

/s/ MICHAEL A. Rocca
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/s/ PAUL WaHL

Paul Wahl

/s/ PETER GYENES

Peter Gyenes

/s/ ROBERT A. SCHRIESHEIM

Robert A, Schriesheim

Title

Director

Director

Director

Director

Director

Executive Vice President and Chief
Financial Officer and Director (principal
financial officer)
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Date

July 10, 2008

July 10, 2008

July 10, 2008

July 10, 2008

July 10, 2008

July 10, 2008
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Stockholders of Lawson Software, Inc

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of operations, stockholders’ equity and comprehensive income (loss) and cash flows present
fairly, in all material respects, the financial position of Lawson Software, Inc. and its subsidiaries at
May 31, 2008 and 2007, and the results of their operations and their cash flows for each of the three
years in the period ended May 31, 2008 in conformity with accounting principles generally accepted in
the United States of America. Also in our opinion, the Company maintained, in all malerial respects,
effective internal control over financial reporting as of May 31, 2008, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). The Company’s management is responsible for these financial
statements, for maintaining effective internal control over financial reporting and for its assessment of
the effectiveness of internal control over financial reporting, included in the accompanying
Management’'s Report on Internal Controls and Procedures. Our responsibility is to express opinions on
these financial statements and on the Company’s internal control over financial reporting based on our
integrated audits, We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement and whether effective internal control over financial reporting was maintained in all
material respects. Our audits of the financial statements included examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. Our audit of internal control over financial reporting included obtaining an understanding
of internal control over financial reporting, assessing the risk that a material weakness exists, and
testing and evaluating the design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for our opinions.

As discussed in Note 2 to the consolidated financial statements, the Company changed the manner
in which it accounts for share-based compensation in fiscal 2007. Also discussed in Note 2, effective
June 1, 2007, the Company changed the manner in which it accounts for uncertain income tax
positions.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (ii} provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (iii) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements,

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that conirols may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.

fs{ PRICEWATERHOUSECQOPERS LLP

Minneapolis, Minnesota
July 11, 2008
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LAWSON SOFTWARE, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)

May 31, May 31,
2008 2007
ASSETS
Current assets:
Cashandcashequivalents . ... .. ... ... ... . .. . ... i i § 435121 § 473,963
Restricted cash—CuIrent . . .. ..ot i e e e e e 746 555
Marketable SECUTIHES—CUTTENL . . . v ot v it v vt i s s m e e ettt ma s eee s 5,453 74,995
ShOrt-term INVESHUMENTS o o v v v v e et vt v v e e ey et e m e e e ettt e 45,236 —
Trade accounts receivable, net . . . . . ... .. ... L 184,047 162,947
Income taxes reCeivable . . . . 0 h i e e e e e e e 10,309 5,183
Deferred income taxes—<CuUrtEnt . . .. . . .t vttt i e e 16,839 17,431
Prepaid expenses and other current assets . . . ... .. .. ... e 44,470 28,196
Total CHITENE A55815 . & & v v vt v e o e vt et a e e n ettt e et e e 742,221 763,270
Marketable securities—non-CUTTEDL . . . . . . . . . .. ittt et e et e — 4878
Restricted cash—nOn-CUFTENE . . . . o v v e et ottt v et e e et i e ae e e ta s e 2,038 6,889
Property and equipment, NEE . . .. .. ..ot i e e 45,044 30,879
GoodWill . . L e e e e 546,578 483,060
Other intangible assets, NEt .. .. . . ... . ... i e 120,194 133,456
Deferred income taxes—non-CUITENT . . . v v v o ot it i e e et e et e e e e 35,907 36,889
L0 T oY= T3 = 18,614 19,786
TOtal B8SETS v v v e e e e e e e e e e e $1,510,596  $1,479,107
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Long-term debt—Current . . . ... ... e e £ 3849 § 3322
Accounts payable . . . ... e 23,481 21,475
Accrued compensation and benefits . . ... ... . L oo Ll oL 89,733 85,144
Income taxes payable . . . .. ... 8,860 3,535
Deferred INCOME tAXES=CUTTEIIL . . o v o i ittt et i et e e et it e e et mee e e 7,399 4,605
Deferred revenue—Cuirent . . . . .. . o e e e e 298,509 247,587
Other current liabilities . . . . .. .. . e e e e e e i e 49,318 72,986
Total current LHabilities .. . .0 vt i e e e 481,149 438,654
Long-term debt—non-CUrTeNnt. . . . .. oo i vttt ettt i et e e e 244,734 245,228
Uncertain tax positions—nOn-CUITENT . . .. .. ..ttt it et e e aa 5,757 —
Deferred inCOME taXES—NON-CUITENT . . . o o v v v v v e e a v e o st o r b e e e e e e 12,529 12,558
Deferred revenUE—ROM-CUITENL . . . . . o ot i s ettt et e s e e e 14,097 15,817
Other long-term liabilities .. . ... . ... . . 8,771 11,622
Total Habilities . . .. 0ot e e e e e e 767,037 723,879

Commitments and contingencies (Note 13}
Stockholders’ equity:
Preferred stock; $0.01 par value; 42,562 shares authorized; no shares issued or
F 13 )1 T L1 — —_
Common stock; $0.01 par value; 750,000 shares authorized; 201,025 and 199,389
shares issued, respectively; 173,825 and 182,979 shares outstanding, at May 31, 2008

and May 31, 2007, respectively . . .. .. ... 2,010 1,994
Additional paid-in capital .. . ... ... . 838,141 822,740
Treasury stock, at cost; 27,200 and 16,410 shares at May 31, 2008 and May 31, 2007,

respectively . . . . e (225,598)  (123,207)
Refained earnings . . . .. oo u i it i e e e 31,462 17,755
Accumulated other comprehensive income ... ... L oo 97,544 35,946

Total stockholders’ equity . ...... ... . i 743,559 755,228

Total liabilities and stockholders’ equity . . .. ... ... ... ... ... $1,510,596 $1,479,107

The accompanying notes are an integral part of the Consolidated Financial Statements
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LAWSON SOFTWARE, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Years Ended May 31,

2008 2007 - 2006
Revenues:
License fees. .. .. ... e e $132,156 $105,861 $ 71,076
Maiftenance . . ... ... ... i e e e 336,779 291,657 188,155
Consulting . . .. .. .. e 382,991 352,870 131,545
Total revenues . ... ... L e e 851,926 750,388 390,776
Cost of revenues:;
Costof license fees ... ... . . i i i 28,782 26,530 13,344
Cost of maintenance . ......... ...t 65,885 59,108 30,365
Costof consulting . .. ... . ... ... i 318,253 313,682 127,833
Total cost of revenues . . ... .. ... i i e 412,920 399,320 171,542
Gross profit .. ... . e e 439,006 351,068 219,234
Operating expenses:
Research and development ... ............. ... ... ...... 85,374 85,325 60,711
Salesandmarketing . . .. ....... ... ... .. ... .. 189,336 160,551 83,193
General and administrative . . .. ..., .. ... ... 100,259 98,263 54,827
Restructuring (Note 3) . . . ... ... .. .. i, (731) 15,483 1,825
Amortization of acquired intangibles. . ..................... 13,690 10,089 2,122
Total operating eXpenses . . . ... ... vttt e 387,928 369,711 202,678
Operating income (10ss) .. ...... .. ... . i ., 51,078 (18,643) 16,556
Other income (expense), net:
Interest inCOmMeE ... ... .. .. . i 20,086 15,500 10,769
Interest expense . . .. ... .. .. . .. .. e (8,844) (4,134) (53)
Impairment and other income (expense), net.............. ... (17,455) 740 395
Total other income (expense), net .. ..................... (6,213) 12,106 11,111
Income (loss) before income taxes . ........ ... ... .. ........ 44,865 (6,537) 27,667
Provision for income taxes . . . ... ......... .. . ... ... ..., 31,158 14,400 11,708
Netincome (10S8) . . . ... i e $ 13,707 $(20,937) § 15,959
Net income (loss) per share:
Basic. . ... e e $ 008 § (011) § 0.4
Diluted . .. .. e e $ 008 $ (011) $ 014
Weighted average common shares outstanding:
Basic. . ... e e 177,283 186,363 110,995
Diluted . .. ... e 180,580 186,363 115,350

The accompanying notes are an integral part of the Consolidated Financial Statements
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EAWSON SOFTWARE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Years Ended May 11,

2008 2007 2006
Cash flows from operating activities:
Net income (oS5} . . . v ittt e e e e e e e e e e s $ 13707 $ (20,937 § 15959
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Minority IMETest . . . . L .. e e —_ —_ (176)
Write-off intangible assets . . . . . .. ... .. . e e e — 268
Depreciation and amortizalion . . .. . . .. ... ... i 43,295 39,502 16,231
Amortization of debt issuance costs . . . . ... L L e e 1,288 133 —_
Deferred iNCOME LAXES . . . . . o i it e e e et e e e e e e e 8,599 8,076 (1,602)
Provision for doubtful accounts .. . . ... .. ... ... ... .. e e 1,110 3,501 (1,147)
WATTANTY ProviSiON . . . . . .0 i e e e e e 6,398 2,537 2,610
Impairment on INVeSIMENIS . . . . . .. . . ... 18,414 — —
Net (gain) loss on disposal of assets . ... .... .. ... i (311) 131 —
Excess 1ax benefits from stock transactions . . ... ...... ... ... . ... .. ... (2,128) (2,457) -—
Stock-based compensation eXpense . ... ... ...l e 6,743 652 6,803
Amortization of discounts on notespayable . . . .. .. ... ... . o L — 13
Amortization of discount and premiums on marketable securities . . . . ... ... . ... (92) {443) (550)
Changes in operating assets and liabilities, net of effect from acquisitions:
Trade accounts receivable . . . . . .. e e (6,432) 14,084 10,208
Prepaid expenses and other assets . . . .. .. .. ... ... ... ... .. ... ... (19,498) {539) 22,042
Accounts payiable . . . L L e e e 73 (5,849) (1,290)
Accrued and other liabilities . . . . ... ... ... (33,594) (29,542) (2,544)
Income taxes payable/receivable . . .. ... ... .. L L o L o 9,911 (2,527) 1,046
Deferred revenue and customer deposits . . ... ... ... ... L L L. 34,156 85,221 8,655
Net cash provided by operating activities . . . .. ... ... ..., .. ... .. ... ... 81,639 98,543 76,486
Cash flows from investing activities:
Cash received (paid) in conjunction with acquisitions, net of cash acquired ... .... .. (20,253) (3.575) 30,137
Change inrestricted cash. . . . ... . . o e e e 4,660 {7,444) —
Purchases of marketable securities and investments . . ... ..... ... . ... ... ... (205,095)  (195,162)  (157,126)
Proceeds from maturities and sales of marketable securities and investments . . ... ... 216,393 212,209 108,138
Purchases of property and equipment . . . . . .. ... ... L i e {22,992) (17,516} (4,907)
Net cash used in investing activities . . . .. ... .. ... .. ... .. ... ... e {27,287) (11,488) (23,758)
Cash flows from financing activities:
Principal payments on long-termdebt . . . . . . ... ... L L L (2,267) (1,778) (43,185)
Cash proceeds from issuance of long-termdebt . . . . ... ..... ... ... ......... — 244,493 —
Payment for debtissuance costS. . . . .. .. . L e e e e e e — (6,289) —
Cash proceeds from sale of stock warrants . . . . .. .. . oot s — 34,176 —
Payment forcall Options . . . . . .. . . — (57,697) —
Payments on capital lease obligations . . .. ... . ... . . e (1,379) {1,828) (112)
Cash proceeds from exercise of stock options . .. .. ... .. ... .. ... ... o .. 6,910 12,387 7,098
Excess tax bencfit from stock transactions ., . .. ... ... . .. . .o .- 2,128 2,457 —
Cash proceeds from employee stock purchase plan ... ............ ... .. ..., 2,950 2,715 3,554
Repurchase of common stock from related parties . . ....................... (36,800} — —
Repurchase of common stock—other .. . . ... .. ... i o (68,829) (54.870) -—
Net cash provided by (used in) financing activities . . . .. .. ... ... ... .. ... ... (97,247} 173,766 (32,645)
Effect of exchange rate changes on cash and cash equivalents . . .. ... ............ 4,053 2,988 2,327
Net increase (decrease) in cash and cash equivalemis . . . ... .. ... ... ... .. ..... (38,842) 263,809 22,410
Cash and cash equivalents at the beginning of theperiod . . .. ... ... ... ... ... ..... 473,963 210,154 7 187,744
Cash and cash equivalents at the end of the period . . . . ... .................. $ 435,121 $473,963  §$ 210,154
Supplemental cash flow disclosures:
Interest paid . . . . . oL e e $ 6814 § 7577 § 19
Income taxes paid (refunded), net . . ... ... .. e $ 15241 § 12412 % (9,482)

The accompanying notes are an integral part of the Consolidated Financial Statements
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LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(in thousands, except share and per share data)

1. Nature of Business and Basis of Presentation
Nature of Business

Lawson provides business application software, consulting and maintenance to customers primarily
in the services sector, trade industries and manufacturing/distribution sectors specializing in a variety of
specific markets within these sectors including healthcare, public sector in the U.S., food, fashion,
wholesale distribution, equipment services and rental, and manufacturing. Our software includes a
variely of applications 10 help automate and integrate critical business processes, aiding in collaboration
among our customers and their partners, suppliers and employees. Through our consulting services we
primarily help our customers implement their Lawson applications and through our maintenance we
provide product updates, on-going support and technical assistance to customers using our products.

Basis of Presentation

Our Consolidated Financial Statements include the accounts of the Company, our branches and
our wholly-owned and majority-owned subsidiaries operating in the Americas, EMEA, and APAC. All
significant intercompany accounts and transactions have been eliminated. Our subsidiaries that are not
majority-owned are accounted for under the equity method. The accompanying Consolidated Financial
Statements for prior fiscal years contain reclassifications to conform prior year’s data to the current
presentation.

Fiscal Year

Our fiscal year is from June 1 through May 31. Unless otherwise stated, references to the years
2008, 2007 and 2006 relate 10 the fiscal years ended May 31, 2008, 2007 and 2006, respectively.
References to future years also relaie to our fiscal years ending May 31.

2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires us to make
estimates and assumplions that affect the reported amounts of assets and liabilities as of the date of
our financial statements, the reporied amounts of revenues and expenses during the reporting periods
presented, as well as our disclosures of contingent assets and liabilities. On an on-going basis, we
evaluate our estimates and assumptions, including those related to revenue recognition, allowance for
doubtful accounts and sales returns, fair value of investments, fair value of stock-based compensation,
fair value of acquired intangible assets and goodwill, useful lives of intangible assets and property and
equipment, income taxes, restructuring obligations, contingencies and litigation, among others. We base
our estimates and assumptions on our historical experience and on various other information available
10 us at the time that these estimales and assumptions are made. We believe that these estimates and
assumptions are reasonable under the circumstances and form the basis for our making judgments
about the carrying values of our assets and liabilities that are not readily apparent from other sources.
Actual results and outcomes could differ from our estimates.
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LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

2. Summary of Significant Accounting Poticies (Continued)
Fair Value of Financial Instruments

Our financial instruments consist primarily of cash equivalents, marketable securities, trade
accountis receivable and accounts payable, and foreign currency forward contracts for which the current
carrying amounts approximate fair market value. Our short-term investments in auction rate securities
are recorded at our estimate of their fair value which is based on all information currently available to
us as there is a lack of readily observable market quotes related to these investments, Our long-term
debt is carried at cost. The estimated fair value of our 2.5% senior convertible notes, including current
maturities, was $237.2 million as of May 31, 2008 based on quoted market prices. The remainder of our
lang-term debt has fair values that are not materially different from their carrying values.

Cash Eguivalenis

All highly liquid investments with an original maturity of three months or less are considered to be
cash equivalents. Qur cash equivalents consist primarily of money market instruments and highly liquid
securities of corporations and the U.S. Government and Agencies. The carrying amount of cash
cquivalents approximates their fair value due to the short maturity of these instruments.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are initially recorded at fair value upon the sale of software licenses and
services to our customers. We maintain an allowance for doubtful accounts at an amount we estimate
to be sufficient to provide adequate protection against losses resulting from extending credit to our
customers. In judging the adequacy of the allowance for doubtful accounts, we consider multiple factors
including histarical bad debt experience, the general economic environment, the need for specific
customer reserves and the aging of our receivables. This provision is included in operating expenses as
a general and administrative expense. A considerable amount of judgment is required in assessing these
factors. If the factors utilized in determining the allowance do not reflect future performance, a change
in the allowance would be necessary in the period such determination is made which would affeci
future results of operations.

Marketable Securities and Other Investments

We account for our investments in marketable securities and other investments in accordance with
the provisions of SFAS 115 which addresses the accounting and reporting for investments in fixed
maturity securities and for equity securities with readily determinable fair values. We determine the
appropriate classification of our investments in debt securities at the time of purchase and reevaluate
such designation as of each balance sheet date. As of May 31, 2008, all marketable securities we held
were classified as available-for-sale and our entire auction rate securities portfolio was classified as
short-term invesiments. Available-for-sale securities are carried at fair value as determined by market
prices/quotes, with unrealized gains and losses, net of tax, reported as a separate component of
stockholders’ equity. Our investmenis in auclion rate securities are carried at estimated fair value with
any related impairment being classified as either temporary and reported as a separate component of
stockholders’ equity or as other-than-temparary and recognized in our Consolidated Statements of
Operations. The cost basis of securities sold is determined using the specific identification method.
Interest and dividends on securities classified as available-for-sale are included in interest income.
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LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

2. Summary of Significant Accounting Policies (Continued)

We review potential impairment of our investments in accordance with EITF 03-1 and FSP
SFAS 115-1 and 124-1, 1o determine the classificalion of any impairment as temporary or
other-than-lemporary. A temporary impairment charge results in an unrealized loss being recorded in
the other comprehensive income component of stockholders’ equity. Such an unrealized loss does not
reduce net income for the applicable accounting period because the loss is viewed as temporary. Losses
are recognized in our statement of operations when a decline in fair value is determined 1o be
other-than-temporary. We review our investments on an ongoing basis for indications of possible
impairment and proper classification of any impairment once identified. Determination of whether the
impairment is temporary or other-than-temporary requires significant judgment. The primary faclors we
consider in classifying the impairment include the extent and time the fair value of each investment has
been below cost, the expected holding or recovery period for each investment, and our intent and
ability 10 hold each investment until recovery.

As of May 31, 2008, we held a total of $5.5 million in marketable securities. Our investments in
marketable securities were as follows for the periods presented (in thousands):

May 31, 2008 May 31, 2007
Net Net
Aggregate  Unrealized Aggregate  Unrealized
Fair Gains Fair Gains
Cost Value {Losses) Cost Value (Losses)
State and Jocal municipalities debt . . . . . $ — § - $— $18,080 $18,080 $ —
US.agency ..., 324 325 1 7,749 7,745 4
Corporate debt . . ................. 5115 5,128 13 54,060 54,048 (12)
Total marketable securities . .. ... ... 5,439 5,453 14 79,889 79,873 (16)
Less current portion . .............. 5,439 5,453 _'l_tf 74,995 74,995 —_
Long-term marketable securities . .. ... § — § — $— $ 4894 §$ 4878 $(16)

As of May 31, 2007, our auction rale securities were classified as marketable securities and are
included in the above table accordingly. During fiscal 2008, we reclassified our entire auction rate
securities portfolio and as of May 31, 2008, our $45.2 million investment in auction rate securities was
classified as short-term investments on our Consolidated Balance Sheets.

As of May 31, 2008, we held a total of $45.2 million in auction rate securities reflecting an
$18.4 million impairment from their original par value of $63.7 million. The uncertainty in the credit
markets has affected all of our holdings in auction rate securities. Our investments in auclion rate
securilies represent inlerests in collateralized debt obligations and are primarily supported by high
grade, short-term commercial paper. Auction rate securities are structured to provide liquidity through
a Dutch auction process that resets the applicable interest rate at pre-determined calendar intervals,
generally every 28 days. This mechanism has historically provided a liquid market for these securities by
allowing existing investors to either rollover their holdings, whereby they would continue 1o own their
respective securities, or liquidate their holdings by selling such securities at par. Historically the fair
value of auction rale securities approximated par value due 1o the frequent resels through the auction
rate process. Since early August 2007, these auctions have not had sufficient buyers to cover investors’
sell orders, resulting in unsuccessful auctions. When an auction is unsuccessful, the interest rate is
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LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

2. Summary of Significant Accounting Policies (Continued)

re-set to a level pre-determined by the loan documents and remains in effect until the next auction
date, at which time the process repeats.

During fiscal 2008, auctions related to our investments in auction rate securities became
unsuccessful. Since the auction rate securities market began experiencing failed auctions, we have
closely monitored our portfelio and the conditions in the credit and capital markets. All scheduled
interest payments were made during the year however; uncertainties in the credit markets, liquidity
issues relating to these investments, and downgrades of ceriain monoline insurance companies resulted
in a decline in the fair value of our portfolio of auction rate securities.

Given the complexity of auction rate securities and the lack of readily observable market quotes
related to these investments, we previously used various models (o assist in our analysis and assessment
of the fair value of our portfolio. However, on July 7, 2008, we sold our auction rate securities portfolio
for $45.2 million in cash, the carrying value as of May 31, 2008. In light of this transaction, the
$2.9 million of impairment losses previously recorded in the second and third quarters of fiscal 2008

- and determined to be temporary and reflected in a separate component of stockholders’ equity were
reclassified as other-than-temporary and included in our results of operations for fiscal 2008. As a
result, we recorded an impairment charge of approximately $18.4 million for fiscal 2008 which was
included in Other income (expense), net in our Consolidated Statement of Operations. This charge
represents a fiscal 2008 capital loss for which we do not currently have (or are expected to have)
available capital gains to offset. Accordingly, no tax benefit was recorded, Gross realized and unrealized
gains and losses for fiscal 2007 and 2006 were not material.

Property and Equipment

Property and equipment includes equipment, office furniture and automobiles and is stated at cost
less accumulated depreciation. Depreciation is computed using the straight-line approach over the
estimated useful lives of the assets, which generally range from one to seven years. Property and
equipment also includes leasehold improvements which are stated at cost less accumulated
amortization. Amortization is computed over the shorter of the economic life or the term of the
underlying facility lease, which generally ranges from three to 16 years.

In addition, we capitalize certain costs related 10 our development of internal use software in
accordance with the provisions of SOP 98-1. Costs capitalized during the application development stage
are amortized over the software’s estimated useful life which is generally five years. During fiscal 2008,
we capitalized approximately $4.9 million of costs related to programs to be used solely to meet our
internal needs. There were no similar costs capitalized in fiscal 2007.

Depreciation and amortization expense related to property, plant and equipment was $13.9 million,
$9.9 million, and $5.8 million for the years ended May 31, 2008, 2007, and 2006, respectively.
Lease Obligations

We recognize lease obligations with scheduled rent increases over the term of the lease on a
straight-line basis in accordance with FASB Technical Bulletin 85-3 Accounting for Operating Leases with
Scheduled Rent Increases. Accordingly, the total amount of base rentals over the term of our leases is
charged to expense on a straight-line method, with the amount of rental expense in excess of lease
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LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

2. Summary of Significant Accounting Policies (Continued)

payments recorded as a deferred rent liability in our Consolidated Balance Sheets. As of May 31, 2008
and 2007, we had deferred rent liabilities of $2.4 million and $2.9 million, respectively, all of which are
classified in other long-term liabilities. We also recognize capital lease obligations and record the
underlying assets and liabilities in our Consolidated Balance Sheets (see Note 13, Commitments and
Contingencies)

Revenue Recognition

Revenue recognition rules for software businesses are very complex. We follow specific and
detailed guidelines in determining the proper amount of revenue to be recorded. However, certain
judgments affect the application of our revenue recognition policy. Revenue results are difficult 1o
predict, and any shortfall in revenue or delay in recognizing revenue could cause our operating results
to vary significantly from year to year.

The significant judgments for revenue recognition typically involve whether collectability can be
considered probable and whether fees are fixed or determinable. In addition, our transactions often
consist of multiple element arrangements, which typically include license fees, maintenance and support
fees and consulting service fees. These multiple element arrangements must be analyzed to determine
the relative fair value of each element, the amount of revenue to be recognized upon shipment, if any,
and the period and conditions under which deferred revenue should be recognized.

We recognize revenue in accordance with the provisions of the SOP 97-2 and SOP 989, as well as
Technical Practice Aids issued from time to time by the AICPA, and in accordance with SAB 104. We
license software under non-cancelable license agreements and provide related consulting services,
including training, and implementation services, as well as on-going customer support and maintenance.

When our consulting, training and implementation services 1) arc not considered essential to the
functionality of our software products, 2) are sold separately and also 3) are available from a number
of third-party service providers, our revenues from these services are generally recorded separately from
license fees and recognized as the services are performed. License fees within software arrangements
including services that do not meet any one or a combination of the three criteria listed above, are
recognized in accordance with SOP 81-1, using contract accounting and the percentage-of-completion
methodology based on labor hours input. Software arrangements which include certain fixed-fee service
components are usually recognized as the services are performed while corresponding costs to provide
these services are expensed as incurred.

From time to time, we enter into software arrangements that include software license,
maintenance, and consulting services which are considered essential to the functionality of the software.
In these instances, we recognize revenue for the three revenue streams under two units of accounting,
which are the (i) software license bundled together with consulting services and (ii) maintenance. For
purposes of displaying revenues, we present applicable license fees, maintenance and consulting
revenues in our Condensed Consolidated Statements of Operations using VSOE (or, if unavailable,
other objective evidence) of fair value for the undelivered elements and assigning the remainder of the
arrangement fee to the license.

The amounts of revenue and related expenses reported in the Consolidated Financial Stalements
may vary, due to the amount of judgment required to address significant assumptions, risks and
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LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

2. Summary of Significant Accounting Policies (Continued)

uncertainties in applying the application of the percentage-of-completion methodology. Our specific
revenue recognition policies are as follows:

* Software License Fees—License fee revenues from end-users are recognized when the software
product has been shipped, provided a non-cancelable license agreement has been signed, there
are no uncertainties surrounding product acceptance, the fees are fixed or determinable and
collection of the related receivable is considered probable. Provided the above criteria are met,
license fee revenues from resellers are recognized when there is a sell-through by a reseller to
an end-user. A sell-through is determined when we receive an order form from a reseller for a
specific end-user sale. We do not generally offer rights of return, acceptance clauses or price
protection to our customers. In situations where software license contracts include rights of
return or accepiance clauses, revenue is deferred until the clause expires. Typically, our software
license fees are due within a 12-month period from the date of shipment. If the fee due from
the customer is not fixed or determinable, or includes payment terms greater than twelve months
from shipment, revenue is recognized as payments become due and all other conditions for
revenue recognition have been satisfied. In software arrangements that include rights to multiple
delivered elements such as software products or specified upgrades and undelivered elements
such as support or services, we allocate the tolal arrangement fee according 1o the fair value of
each element using VSOE. VSOE of fair value is determined using the price charged when that
element is sold separately. In software arrangements in which we have fair value of all
undelivered elements but not of a delivered element, we use the residual method to record
revenue, Under the residual method, the fair value of the undelivered elements is deferred and
the remaining portion of the arrangement fee is allocated 1o the delivered element and is
recognized as revenue. In software arrangements in which we do not have VSOE of fair value of
all undelivered elements, revenue is deferred until fair value is determined or all elements for
which we do not have VSOE of fair value, have been delivered.

¢ Maintenance and Suppori—Revenues from customer maintenance and support contracts are
deferred and recognized ratably over the term of the agreements. Revenues for maintenance and
support that are bundled with license fees are deferred based on the VSOE of fair value of the
bundled maintenance and support and recognized over the term of the agreement. VSOE of fair
value is based on the renewal rate for continued maintenance and support arrangements.

* Consulting Services—Revenues from consulting services (including training and implementation
services) are recognized as services are provided to customers. Revenues for consulting services
that are bundled with license fees are deferred based on the VSOE of fair value of the bundled
services and recognized when the services are performed. VSOE of fair value is based on the
price charged when training and consulting services are sold separalely.

Deferred Debt Issuance Costs

Deferred debt issuance costs of $4.9 million are included in Other assets, net of amortization, as of
May 31, 2008. Deferred debl issuance costs are being amortized using the straight-line method over the
estimated remaining maturity of the related convertible debt and are included in inlerest expense in
our Consolidated Statement of Operations.
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Sales Returns and Allowances

We do not generally provide a contractual right of return. However, in the course of arriving at
practical business solutions to various warranty and other claims, we have allowed sales returns and
allowances. We record a provision against revenue for estimated sales returns and allowances on
licenses and consulting in the same period the related revenues are recorded or when current
information indicales additional amounts are required. These estimates are based on historical
experience determined by analysis of return activities, specifically identified customers and other known
factors. If the historical dala we utilize does not reflect expected future performance, a change in the
allowances would be recorded in the period such determination is made affecting future results of
operations,

Following is a roll forward of our product warranty reserve (in thousands):

Balance, May 31, 2005 . . . . . . .. .. . e s $ 1,717
PrOVISION . . .. e e e e e 2,610
Write-0ff8 . . . e e e (2,333)
Recoveries . . . ... . e (1)
Translation adjustment . ... ...ttt e (5)

Balance, May 31,2006 . . . ... . ... e e 1,988
PrOVISION . o o e e e e e e e e e e 3,050
Write-offs .. .. ... L e e (1,285)
Translation adjustment .. .......... . ... i (8)

Balance, May 31, 2007 .. . ... . . e 3,745
PrOVISION . . .. e e e 6,398
Write-0ffs . ..o e e (2,465)
Translation adjustment . .. ......... .. ... . ... i 242

Balance, May 31,2008 . . . . . .. ... . e $ 7,920

Research and Development

Expenditures for software research and development are expensed as incurred. These expenses
consist primarily of salaries, employee benefits, related overhead costs, and consulting fees associated
with product development, enhancements and upgrades for existing customers under maintenance and
for new customers, testing, quality assurance, and documentation. Such costs are required to be
expensed until the point that technological feasibility of the software is established. To date, the time
period between the establishment of technological feasibility and completion of software development
has been short, and no significant development costs have been incurred during that period. Cur
software research and development costs primarily relate to our efforts during the period prior to
technological feasibility and are charged to operations as incurred. Accordingly, we have not capitalized
any software research and development costs to date.
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Advertising Expense

We expense advertising costs as incurred. Advertising expenses of $16.2 million, $12.4 million, and
$10.4 million were charged to sales and marketing expenses during the years ended May 31, 2008, 2007,
and 2006, respectively.

Income Taxes

Consistent with prior quarters, and upon our June 1, 2007 adoption of FIN 48, we recognize
accrued interest related to unrecognized tax benefits in tax expense. Penalties, if incurred, are also
recognized as a component of tax expense. In addition, the tax effect of discrete items is booked
entirely in the quarter in which the discrete event occurs.

QOur provision for income taxes consists of provisions for federal, state, and foreign income taxes.
We operale in an international environment with significant operations in various locations outside of
the United States. Accordingly, our consolidated income tax rate is a composite rate reflecting the
earnings in various locations and the applicable rales.

Significant judgment is required in determining our worldwide income tax provision. In the
ordinary course of a global business, there are many transactions and calculations where the ultimate
tax outcome is uncertain. Cur judgments, assumptions, and estimates relative to the provisicn for
income tax {ake into account current tax laws, our inlerpretation of current tax laws, and possible
outcomes of current and future audits conducted by foreign and domestic tax authorities. Although we
believe thal our estimales are reasonable, the final tax outcome of matters could be different from that
which is reflected in our historical income tax provision and accruals. Such differences could have a
material effect on the amounts provided in our Consolidated Balance Sheets and Consolidated
Statements of Operations,

In conjunction with preparing the global tax provision, we must assess temporary differences
resulting from the different treatment of specific items for tax and financial reporting purposes. These
differences result in deferred tax assets and liabilities, which are included within our Consolidated
Balance Sheels. As part of this process, we must also assess the likelihood that deferred tax assets will
be realized from future taxable income and, based on this assessment establish a valuation allowance, if
required. The determination of our valuation allowance is based upon a number of assumptions,
judgments, and estimates, including historical operating results, forecasted earnings, future taxable
income, and the relative proportions of revenue and income before taxes in the various domestic and
international jurisdictions in which we operate. To the extent we establish a valuation allowance or
change the valuation allowance in a period, except as discussed below for pre-acquisition deferred tax
assets that had a pre-acquisition valuation allowance, we reflect the change with a corresponding
increase or decrease to our tax provision in our Consolidated Statements of Operations.

Under the provisions of SFAS 109 and related interpretations, future period reductions to the
valuation allowance related to Intentia’s deferred tax assets that existed as of the date of the acquisition
of Intentia are first credited against goodwill, then to the other identifiable assets existing at the date of
acquisition, and then, once these assets have been reduced to zero, credited to the income tax
provision. A non-c¢ash provision will be credited against goodwil! for the utilization of pre-acquisition
net operating losses that had been fully reserved in purchase accounting.
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Concentrations of Credit Risks

Financial instruments that potentially subject us to concentrations of credit risk consist primarily of
cash and cash equivalents and trade accounts receivable. Cash equivalents consist primarily of money
market instruments and highly liquid debt securities of corporations, the U.S. Government and its
Agencies, with maturities of three months or less at the dated of purchase.

We grant credit to customers in the ordinary course of business. Concentrations of credit risk with
respect to trade accounts receivable are limited due to the large number of customers comprising our
customer base and their dispersion across different industries and geographic areas. No single customer
accounted for 10% or more of our revenues for fiscal 2008, 2007 or 2006 or of trade accounts
receivable al May 31, 2008 or 2007,

Contingent Liabilities

We may, from time to lime, have unresolved regulatory, legal, tax and other matters (see Note 13,
Commitments and Contingencies). We provide for contingent liabilities in accordance with SFAS 5.
Pursuant to the provisions of SFAS 5, a loss contingency is charged to income when it is probable that
an asset has been impaired or a liability has been incurred at the date of the financial statements and
the amount of the loss can be reasonably estimated. Disclosure in the notes 1o the financial slatements
is required for loss contingencies that do not meet both those conditions if there is a reasonable
possibility that a loss may have been incurred. Gain contingencies are not recorded until realized. We
expense all legal costs incurred to resolve regulatory, legal, tax, and other matters in the period
incurred.

Periodically, we review the status of each significant matter to assess our potential financial
exposure, If a potential loss is considered probable and the amount can be reasonably estimated as
defined by SFAS 5, we reflect the estimaled loss in our results of operations. Significant judgment is
required to determine the probability that a liability has been incurred and whether such liability can
be reasonably estimated. Because of uncertainties related to these matters, accruals are based on the
best information available to us at that time. Further, estimates of this nature are highly subjective, and
the final outcome of these matters could vary significantly from the amounts that have been included in
the accompanying Consolidated Financial Statements. As additional information becomes available, we
reassess the potential liability related to any pending claims and litigation and may revise our estimates
accordingly. Such revisions in the estimates of the potential liabilities could have a material impact on
our results of operations and financial position.

Litigation Reserves

The establishment of litigation reserves requires significant judgments concerning the ultimate
outcome of pending litigation against us and our subsidiaries. Reserves established in the normal course
of business are based on the application of SFAS 5, which requires us to record a reserve if we believe
an adverse outcome is probable and we are able 10 make a reasonable estimation of the probable loss.
Reserves established in purchase accounting are based on fair value under SFAS 141 so long as fair
value can be determined within the purchase price allocation period, otherwise these are delermined

76



LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

2. Summary of Significant Accounting Policies (Continued)

under SFAS 5. All such reserves exclude legal costs which are treated as period expenses when
incurred.

Litigation by its nature is uncertain and the determination of whether any particular case involves
a probable loss and quantifying the amount of loss for purposes of establishing or adjusting applicable
reserves requires us to exercise considerable judgment, which is applied as of a certain date. The
required reserves may change in the future due to new matters, developments in existing matters or if
we determine to change our strategy with respect to the resolution of any particular matter (see
Note 4, Business Combinations).

Goodwill and Other Intangible Assets

The changes in the carrying amount of goodwill for fiscal 2008 and 2007 were as follows (in
thousands):

May 31,
2008 2007
Balance as of the beginning of the year .. ... ... ....... $483,060 $454,550
Goodwill acquired during the year ................... 10,838 1,327
Goodwill adjustments recorded during the year .. .. ...... (9,366) 7,727
Currency translation effect .. ....................... 62,046 19,456
Balance as of the end of the year. .. .. ... .............. $546,578 $483,060

Goodwill acquired during the year of $10.8 million related primarily to our acquisitions of VasTech
and PLM for $7.1 million (see Note 4, Business Combinations), and our additional $3.5 million
investment in cur subsidiary in Norway (see Note 8, Minority Interest and Investment in Unconsolidated
Subsidiaries). The $9.4 million of adjustmenis to goodwill recorded during fiscal 2008 primarily related
to the $4.4 million decrease in the restructuring reserve established in conjunction with our acquisition
of Intentia (see Nole 3, Restructuring) and adjusiments related 1o net operating loss carryforwards
utilization of $4.5 million (see Note 12, Income Taxes).

For fiscal 2007, the $7.7 million adjustment to goodwill relates 1o the acquisition of Intentia
including an increase of approximately $17.7 million for the preacquisition litigation reserve and a
revision 10 our estimated additional purchase price settlement with former Intentia shareholders of
$2.2 million. These increases were partially offset by reductions to reserves, the largest of which related
to an adjustment of $10.2 million related to an intercompany transaction (se¢ Note 12, Income Taxes),
and to the restructuring reserve of $1.8 million (see Note 3, Restructuring). The remaining fiscal 2007
adjusiments to goodwill pertain to other purchase accounting true-ups that were recorded throughout
the year.

77



LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

2. Summary of Significant Accounting Policies (Continued)

Acquired intangible assets subject to amortization were as follows (in thousands):

May 31, 2008 May 31, 2007
Gross Gross

Carrying Accumulated Carrying  Accumulated Estimated

Amounts Amortization Net Amounts Amortization Net useful lives
Maintenance contracts . . . . . $ 22940 $15047 $ 7,893 § 22940 $11,822 $ 11,118 Term
Technology ............. 97,398 34,778 62,620 91,555 22,541 69,014 3-10 years
Clientlists . . ............ 10,755 7,080 3,675 10,765 5,937 4,828 4-10 years
Customer relationships. . . . . 60,904 15,707 45,197 49,492 5,31 44,121 12 years
Trademarks .. ........... 6,049 6,004 45 5,281 2,514 2,767 2 years
Order backlog .. . ... ..... 6,692 6,692 —_— 5,861 5,861 — 1 year
Non-compete agreements . . . 4,436 3,672 764 3,834 2,226 1,608 5 years

$209,174 $88,980 $120,194 $189,728 $56,272 $133,456

We amortize our intangible assets, using underlying cash flow projections and accelerated and
straight-line methods which approximates the proportion of future cash flows estimated to be generated
in each period over the estimated useful life of the applicable asset. Amortization expense for fiscal
2008, 2007 and 2006 was $29.4 million, $29.6 million and $10.4 million, respectively. Net intangible
assels increased from May 31, 2007 by $9.6 million related to the VasTech and PLM acquisitions (see
Note 4, Business Combinations) and $6.5 million resulting from the effect of currency translation.
Amortization expense is reported in cost of revenues and amortization of acquired intangibles, in our
Consolidated Statements of Operations.

The estimated future annual amortization expense for identified intangible assets is as follows (in
thousands):

2000 . e e e $ 24,093
2000 . e e 20,507
200 L e e e 17,648
200 e 14,245
1 12,159
Thereafter. . .o .o e e e e e 31,542

$120,194

We account for goodwill and other intangible assets in accordance with the provisions of SFAS 142,
Under SFAS 142, goodwill and intangible assets with indefinite lives are not amortized to expense and
must be reviewed for impairment annually or more frequently if events or changes in circumstances
indicate that the asset might be impaired. The first step of the goodwill impairment test, used to
identify potential impairment, compares the fair value of a reporting unit with its carrying amount,
including goodwill. We operate as one reporting unit and therefore compare the carrying amount of
our goodwill 1o our market value. Market value is determined ulilizing our market capitalization plus a
control premium. If our market value exceeds our carrying amount, goodwill is considered not
impaired, thus the second step of the impairment test is not necessary. If our carrying amount exceeds
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our market value, the second step of the goodwill impairment test is performed to measure the amount
of impairment loss, if any. The second step of the goodwill impairment test, used to measure the
amount of impairment loss, compares the implied fair value of the goodwill with its carrying amount. If
the carrying amount of the goodwill exceeds the implied fair value, an impairment loss would be
recognized in an amount equal to the excess. Any loss recognized cannot exceed the carrying amount
of goodwill. After a goodwill impairment loss is recognized, the adjusted carrying amount of goodwill is
the new accounting basis. A subsequenl reversal of a previously recognized goodwill impairment loss is
prehibited once the measurement of that loss is completed and the loss has been recognized. We
completed our annual goodwill impairment assessment as of May 31, 2008 and 2007. These assessments
did not identify any potential impairment and accordingly, no impairment loss was recorded.

Stock-Based Compensation

Effective June 1, 2006, we adopted SFAS 123(R) under which our stock-based employee
compensation cost is recognized using the fair value based method for all new awards granted afler
June 1, 2006 and unvested awards outstanding at June 1, 2006. Compensation costs for unvested stock
options and non-vested awards that were outstanding at June 1, 2006, are being recognized over the
requisite service periods based on the grant-date fair value of those options and awards as previously
calculated under SFAS 123 for pro forma disclosures, using a straight-line method. We elected the
modified-prospective method in adopting SFAS 123(R), under which prior periods are not retroactively
restated.

SFAS 123(R) requires companies to estimate the fair value of stock-based payment awards on the
date of grant using an option-pricing model. We use the Black-Scholes option-pricing model which
requires the input of significan! assumptions including an estimate of the average period of time
employees will retain vested stock options before exercising them, the estimated volatility of our
common stock price over the expected term, the number of options that will ultimately be forfeited
before completing vesting requiremenis and the risk-free interest rate. Changes in these assumptions
can materially affect the estimated fair value of our stock-based compensation and, consequently, the
related expense recognized. The assumptions we use in calculating the fair value of stock-based
payment awards represent our best estimates, which involve inherent uncertainties and the application
of management’s judgment. As a resull, if factors change and we use different assumptions, our stock-
based compensation expense could be materially different in the future (see Note §, Stock-Based
Compensation).

Foreign Currency Translation

All assets and liabilities of our foreign branches and subsidiaries are translated from local
currencies to U.S. dollars at period-end exchange rates, while revenues and expenses are translated at
the average exchange rate during the applicable period. The functional currency for each of our foreign
branches and subsidiaries is the respective local currency with the exception of our shared service
center located in Switzerland whose functional currency is the U.S. dollar. Translation adjustments
arising from the translation of net assets located outside of the United States into U.S. dollars are
recorded as a separate component of stockholders’ equity. The amounts included in our Consolidated
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Statements of Operations related to foreign currency transactions for fiscal 2008, 2007, and 2006 were a
net loss of $2.5 million, a net gain of $0.9 million, and a net gain of $0.7 million, respectively.

Derivatives

We account for derivative instruments, consisting of foreign currency forward contracts, pursuant
to SFAS 133 as amended. SFAS 133 requires that derivative instruments be measured at fair value and
recorded in the balance sheet as either an asset or liability. We employ derivative financial instrumenis
to offset recognized non-funciional currency transaction exposures. All foreign currency forward
contracts are generally short term in nature, maturing within 90 days or less. We mark to market all
contracts at the end of each reporting period and unrealized gains and losses are included in the
Consolidated Statement of Operations for that period. These gains and losses largely offset gains and
losses from non-functional currency balance sheet exposures previously recognized and are recorded as
an offset 10 such gains and losses in Other Income in our Consolidated Statement of Operations, We
do not use derivative instruments for trading purposes and do noil employ hedge accounting. The net
fair value of foreign currency forward contracts were net assets of $0.2 million and $0.6 million as of
May 31, 2008 and May 3], 2007, respectively and were included in prepaid expenses and other assels
on our Consolidated Balance Sheets.

Comprehensive Income (Loss)

We report comprehensive income (loss) in accordance with the provisions of SFAS No. 130,
Reporting Comprehensive Income (SFAS 130). In addition to net income (loss), comprehensive income
(loss) includes other items such as foreign currency translation adjustments and unrealized gains and
losses on certain marketable securities and investments. We report accumulated other comprehensive
income as a separate line item in the stockholders’ equity section of our Consolidated Balance Sheets
and the components are detailed in our Consolidated Statements of Stockholders’ Equity as
comprehensive income (loss).

The foliowing table summarizes the components of other comprehensive income (in thousands):

Years ended May 31,

2008 2007 2006
Netincome (foss) . . ... ... .. ... ... .. .. .. ... $13,707  3(20,937) $15,959
Unrealized gain (loss) on investments, net of taxes
(benefit) of 316, $14 and $(20) .. .. ........... 25 27 (31)
Foreign currency translation adjustment........... 61,573 15,713 17,316
Other comprehensive income . ... . ... ... ..., 61,598 15,740 17,285
Compreshensive income (loss}. ... .............. $75,305 § (5,197) 333,244
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Total accumulated other comprehensive income and its components at May 31, 2008 and 2007
were as follows (in thousands):

May 31,
2008 2007
Foreign currency translation adjustment . . ... ... ......... $97,531 835,958
Unrealized gain (loss) on investments . ................... 13 (12)
Accumulated other comprehensive income . . ............... $97,544  $35,946

Per Share Data

We compute net income (loss) per share in accordance with the provisions of SFAS No. 128,
Earnings per Share {SFAS 128). Under SFAS 128, basic nel income (loss) per share is computed by
dividing net income (loss) by the weighted average number of common shares outstanding during the
applicable period. Diluted net income (loss) per share is computed by dividing net income (loss) by the
sum of the weighted average number of common shares outstanding plus the weighted average of
dilutive shares outstanding during the period. In addition, in periods of net loss, all potentially dilutive
common shares are excluded from our computation of diluted weighted average shares outstanding, as
their inclusion would have an anmti-dilutive effect on net loss per share. We use the treasury stock
method to calculate the weighted average dilutive shares related to “in-the-money” stock options and
warrants, unvested restricted stock awards, and shares issuable under our employee stock purchase
plan. The dilutive effect of our senior convertible notes is calculated based on the average markel price
of our common stock during the applicable period and the senior convertible notes’ conversion price.
The sentor convertible notes are only dilutive when our common stock’s price exceeds the conversion
price.
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The following table sets forth the computation of basic and diluted net income (loss) per share (in

thousands, except per share amounts):

Years Ended May 31,

2007 2006

$(20,937) $ 15,959

186,363 110,995

$ (011) $ 014

$(20,937) $ 15959

186,363 110,995

— 4,234
— 21
— 100

186,363 115,350

2008
Basic net income (loss) per share compulation:
Netincome (J0S8) .. ...ttt i e e $ 13,707
Weighted average common shares—basic . ....... ... ... ... 177,283
Basic net income {loss) per share . . . ... .. ... ... . L Ll $§ 008
Diluted net income (loss) per share computation:
Netincome (JOSS) .. . o i e $ 13,707
Diluted weighted average shares calculation:
Weighted average common shares . ..............counu... 177,283
Net dilutive effect of:
Stock options . ....... ... .. .. e 3,007
Warrants . . .. ... e —
Restricted stock . ........ ... . ... . 274
ESPP . e, 16
Senior convertible notes .. .. ... .. ... . ... —
Weighted average common shares—diluted .. ................ 180,580
Diluted net income (loss) pershare .. ... ... 0., $ o008

$ (011) $ 0.14

Potentially dilutive shares of common stock related to share-based payments and warrants are
excluded from the diluted nel income per share computations when their exercise prices are greater
than the average market price of our common stock during the applicable periods as their inclusion

would be anti-dilutive.

The following table sets forth potentially dilutive weighted average shares which were excluded
from our computation of diluted net income (loss) per share because their inclusion would have been

anti-dilutive (in thousands):

Years £nded May 31,

2008
Stock oplions . . .. .. o e e 4,917
1 g 21 11 19,975
Restrictedstock ... ... ... ... ... .. ... 254
BSPP . . —
Total potentially dilutive shares .. .................. 25,146
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New Accounting Pronouncements

In March 2008, the FASB issued SFAS 161, which requires companies to provide enhanced
qualitative and quantitative disclosures about how and why an entity uses derivative instruments, how
derivative instruments and related hedged items are accounted for under SFAS 133 and its related
interpretations, and how derivative instruments and related hedged items affect a company’s financial
position, financial performance, and cash flows. SFAS 161 is effective for financial statements issued for
fiscal years and interim periods beginning after November 15, 2008 (our Q3 fiscal 2009). We are
currently evaluating the impact of adopting SFAS No. 161,

In May 2008, the FASB issued FSP APB 14-1, which impacts the accounting trealment for
convertible debt instruments that allow for either mandatory or optional cash settlements. FSP
APB 14-1 will impact the accounting associated with our $240.0 million senior convertible notes. This
FSP will require us to recognize significant additional (non-cash) interest expense based on the market
rate for similar debt instruments without the conversion feature. Furthermore, it requires recognizing
interest expense in prior periods pursuant to the retrospective accounting treatment. FSP APB 14-1 is
effective for fiscal years beginning after December 15, 2008 (our fiscal 2010} and early adoption is not
permitied. We are currently evaluating the impact on our financial statements of applying the
provisions of FSP APB 14-1, Assuming applicable market rates of seven to nine percent, we would be
required 1o record additional non-cash interest expense of approximately $10.8 million to $15.6 mitlion
annually. On a retrospective basis we would be required to reflect additional non-cash interest of
approximately $10.8 million to $15.6 million for fiscal 2008 and approximately $1.8 million to
$2.6 million for fiscal 2007.

In December 2007, the FASB issued SFAS 141(R), which wilt significantly change how business
acquisitions are accounted for and will impact financial statements both on the acquisition date and in
subsequent periods. SFAS 141(R) establishes principles and requirements for the recognition and
measurement of identifiable assets acquired, the liabilities assumed, contractual contingencies, and
contingent consideration at their fair value on the acquisition date. Some of the changes, such as the
accounting for contingent consideration and exclusion of transaction costs from acquisition accounting
may introduce more volatility into earnings. SFAS 141(R) is effective for fiscal years beginning on or
after December 15, 2008 (our fiscal 2010). With the adoption of SFAS 141(R), our accounting for
future business combinations will change on a prospective basis beginning in the first quarter of fiscal
2010. In relation to previous acquisitions, the pravisions of SFAS 141(R) will require any release of
valuation altowance recorded through purchase accounting 1o be included in our Consolidated
Statement of Operations rather than as an adjustment to goodwill. This would have a favorable impact
to operating results.

In December 2007, the FASB issued SFAS 160. SFAS 160 will change the accounting and reporting
for minority interests, which will be recharacterized as nonconirolling interests and classified as a
separate component of equity rather than as a liability. SFAS 160 is effective for fiscal years beginning
on or after December 15, 2008 (cur fiscal 2010¢). We do not expect the adoption of SFAS 160 to have a
material impact on our financial statements.

In February 2007, the FASB issued SFAS 159, which is effective for fiscal years beginning after
November 15, 2007 (our fiscal 2009), Under SFAS 159, companies may elect to measure specified
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financial instruments and warranty and insurance contracts at fair value on a contract-by-contract basis,
with changes in fair value recognized in earnings each reporting period. We are currently evaluating the
potential impact on our financial statements of adopting SFAS 159.

In September 2006, the FASB issued SFAS 157. SFAS 157 establishes a common definition for fair
value to be applied to U.S. GAAP guidance requiring use of fair value, establishes a framework for
measuring fair value, and expands disclosure about such fair value measurements. SFAS 157 is effective
for fiscal years beginning afier November 15, 2007 (our fiscal 2009). In February 2008, the FASB issued
FSP 157-1 and FSP 157-2. FSP 157-1 removes certain leasing transactions from the scope of SFAS 157.
FSP 157-2 partially defers the effective date of SFAS 157 for one year for certain nonfinancial assels
and nonfinancial liabilities that are recognized at fair value on a nonrecurring basis (at least annually).
The adoption of SFAS 157, along with the recently issued Staff Positions, will not have a significant
impact on our financial statements.

3. Restructuring

The following table sets forth the reserve activity for fiscal 2008, related to each of our
restructuring plans and the reserve balances, which are included in accrued compensation and benefits
in our Consolidated Balance Sheet as of May 31, 2008 and 2007 (in thousands):

Fiscal 2006

Fiscal Legacy Fiscal 2005

‘Total 2007 Intentia Lawson Phase [ & Il
Balance, May 31,2006 .................. $30,771  § — $29480 $ 1,189 $ 102
Provision for restructuring . . ............ 15,483 11,866 _— 3,617 —_
CashPayments ... ................... (19,958)  (1,392) (16472) (1,904) (190)
Adjustments to provision. . .. ........... (251) — — (339) 88
Adjustments to provision—Goodwill . ... .. (1,751) —_ (1,751) — —
Balance, May 31,2007 .......... ........ 24,294 10,474 11,257 2,563 —
CashPayments . ..................... (8,805)  (5,443) (2,905) (457) —
Adjusiments to provision. . .. ........ ... (731) (237) (365) {129) —
Adjustments to provision—Goodwill . ... .. (4,431) _— (4,431) — —
Currency translation effect and other. ... .. 1,271 (99) 1,370 — —
Balance, May 31,2008 .................. $11,598 $ 4695 $ 4926 §$ 1977 $ —

Fiscal 2007 Restructuring

Fiscal 2007 Restructuring. On February 28, 2007, we completed a roadmap for optimizing our
productivity by enhancing global sourcing capabilities and resources. This roadmap calls for the
rebalancing of our resources between various locations primarily in the U.S., Europe and our global
support cenler in the Philippines. Management envisions the reduction of approximately 250 employees
primarily in the Company’s U.S. and European operations over the course of fiscal 2008 and the first
quarter of fiscal 2009. This reduction will include employees working in all areas of the Company,
predominantly in consulting and research and development. In conjunction with this roadmap and in
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accordance with SFAS 112 we recorded a charge of $11.9 million. As of May 31, 2007, we had a
reserve of $10.5 million for severance and related benefits. For fiscal 2008, $5.4 million of severance
and related benefits were paid and $0.2 million of adjustments were made 1o the reserve. The ending
reserve balance at May 31, 2008 was $4.7 million and we expect actions relating to severance will be
completed in the first quarter of fiscal 2009 with related cash paymenis continuing through November
2008.

Fiscal 2006 Restructuring

On April 26, 2006, in conjunction with the business combination with Intentia International AB
(Intentia), we approved a plan designed to eliminate employee redundancies in both Intentia and
legacy Lawson.

Fiscal 2006 Legacy Lawson. The plan for legacy Lawson included the reduction of approximately
60 employees in the U.S. and U.K. and the exit or reduction in space for leases in certain facilities.
The reduction included employees who worked in operations, markelting, sales, research and
development, mainienance and consulting. As of May 31, 2007, we had a reserve of §2.6 million for
both severance and associated benefits and for the exit or reduction of leased facilities. For fiscal 2008,
cash payments of $0.5 million were made for the exit of leased facilities. In addition, adjustments of
$0.1 million were made to the reserve related to the exit of leased facilities. The ending reserve balance
at May 31, 2008 was $2.0 million for the exit or reduction of leased facilities. Actions relating to
severance were completed in the first quarter of fiscal 2008. We expect cash payments for the exit of
leased facilities to continue through July 2011,

Fiscal 2006 Intentia. The plan for Intentia included the reduction of approximately 125 employees
in the EMEA and APAC regions and the exit or reduction in space for leases in certain facilities. The
reduction of employees included employees who worked in all functional areas of the Company. As of
May 31, 2007, we had a reserve of $11.3 million for both severance and associated benefits and for the
exit or reduction of leased facilities. Cash payments of $0.9 million and $2.0 million were made for
severance and associated benefits and for the exit of leased facilities in fiscal 2008, respectively. There
were adjustments made for the lease exit cosls of $4.4 million in fiscal 2008 primarily related to a
change in the original lease restructuring plan. EITF 95-3 requires that a reduction to a restructuring
liability established in connection with a business purchase combination should reduce the amount
ariginally recorded to goodwill. The ending balance as of May 31, 2008 was $4.9 million related to the
reserve for the exit or reduction of leased facilities. Actions relating to severance were compleied in the
third quarter of fiscal 2008. We expect cash payments for the exit of leased facilities to continue
through June 2012.

We expect to see cost savings in future periods as a result of the restructuring plans with a
reduction in cost of revenue and operaling expenses resulting from lower facility lease expense and
reduced headcount.
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4. Business Combinations
Intentia International AB

On April 25, 2006, we completed the acquisition of Intentia. We believe that the combination
provides opportunities to leverage sales channels and to sell expanded product lines across the
combined business’ customer base. The acquisition was accomplished through our offer to exchange
Intentia’s shares and warrants for newly issued shares of Lawson common stock. The results of
operations of Intentia are included in our Consolidated Statements of Operations from the date of the
acquisition,

The total purchase price was $460.9 million, which consisted of $443.9 million for the fair value of
our common stock issued in exchange for shares and warrants in Intentia, $7.2 million for the cash
purchase of the remaining common stock of Intentia, and $9.8 million in transaction costs. In allocating
the purchase price based on estimated fair values, we recorded approximately $419.3 million of
goodwill, $128.5 million of identifiable intangible assets and $80.2 million of deferred revenue. These
amounts and the net liabilities assumed of $45.4 million as well as cash acquired of $38.7 million equal
the total purchase price of $460.9 million. The following details the components of the total purchase
price {in thousands):

Value of common stock issued in exchange for shares and warrants in

Intentia: 80,124,336 shares at $5.54 pershare . . . ... ... ... ..., $443,889
Cash purchase of sharesnot tendered . . .. .. ..... ... ............. 7,201
Transaction costs (net of lax benefit of $2,559) . ... ... ... ... ... 9.799

Total purchase Price . .. ..ot ittt i e e e $460,889

Lirigation Reserve. Since our acquisition of Intentia in April 2006, we have accumulated
information regarding Intentia customer claims and disputes that arose in EMEA and APAC several
months or years before the acquisition. Over fiscal 2008 and 2007 this has been a time consuming
process as former Intentia managed most of these claims and disputes at the local country level. The
initial purchase accounting accrual for these claims and disputes was recorded in fiscal 2006 and
disclosed as preliminary in our Annual Report on Form 10-K for fiscal 2006. In fiscal 2007 we
completed a thorough assessment of these claims and obtained sufficient information to adjust the
preliminary estimate of fair value for these claims and disputes resulting in an incremental accrual of
$12.8 million. In the third quarter of fiscal 2008, we updated our estimated reserve requirements based
on an analysis of the current status of negotiations related to each unsettled case and recorded a
reduction to the reserve of $3.9 million. During the third quarter we made some refinements in our
resolution approach. This combined with some favorable results drove the reduction in the estimated
reserve. The original charge to establish the reserve and the subsequent adjustment in fiscal 2007 were
recorded to goodwill as part of the purchase accounting related to our acquisition of Intentia. The
reduction in the reserve was recorded in General and administrative expenses in our Consolidated
Statements of Operations for fiscal 2008, as the quarter was outside the period in which adjustments to
such purchase accounting was allowed. The applicable reserve is recorded at present value and is
expected to be consumed through a combination of cash paymentis, accounts receivable write-offs and
free services over the next 12 to 15 months. Because the reserve is recorded at present value, an
aggregate $0.6 million and $1.7 million of interest accretion was recorded in fiscal 2008 and 2007,
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respectively. We expense our defense costs during the period when incurred. If the aggregate settlement
costs or judgments exceed the fair value estimate established as part of the purchase price adjustment,
the overage would be expensed in the period when incurred.

The following table sets forth litigation reserve activity for the fiscal years presented (in
thousands):

Balance May 31,2006 .. ... ... ... ... . $ 16,321
Acquired TESEIVE . . . ... ... e e 12,844
Seltlements . ... .. e e e (12,694)
INerEst L . e e e e e 1,668
Translation adjustment ... ... ... ... .. .. 157

Balance May 31,2007 . . . ... ... ... 18,296
Reserve adjustment. . . .. ... ... ... ... e (3.898)
Sellements .. .. ... . .. (9,608)
Interest . ... e e 611
Translation adjustmentl . .......... ... ... 2,005

Balance May 31,2008 . . .. ... ... e $ 7,406

Restructuring Activities. In conjunction with the acquisition, we approved a plan designed to
eliminate employee redundancies and terminate certain lease agreements. The plan for reduction of
Intentia employees and exit of Intentia leased facilities was included as part of the purchase price as of
the acquisition date (see Note 3, Restructuring).

Pro forma Financial Information. The unaudited financial information presented in the table
below summarizes the combined results of operations of Lawson and Intentia, on a pro forma basis, as
though the companies had been combined as of the beginning of the period presented. The pro forma
financial information is presented for informational purposes only and is not indicative of the results of
operations that we would have achieved if the acquisition had taken place at the beginning of the
period presented. In addition, the pro forma financial information does not include the realization of
any cost savings from operating efficiencies, synergies or other restructuring costs or benefits as a result
of the business combination. The pro forma financial information presented includes the combined
historical revenues, amortization of acquired intangible assets, adjustments to interest expense,
adjustments for certain other purchase accounting entries and related tax effects. The pro forma
financial information does not reflect the elimination of deferred license revenue. Our actual purchase
accounting eliminated Intentia deferred license fee revenues, at the purchase date, in excess of
$200 million. The pro forma financial information presented does not include this decrease in deferred
revenue or the related roll-in because it is not recurring. Had this been included there would have been
a significant negative impact to the revenues and net income reflected below. The pro forma financial
information presented below does not represent what we expect current or future earnings to be under
U.S. GAAP.
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The following table summarizes the pro forma financial information of combined Lawson and
Intentia (in thousands, except per share data).

Year Ended

May 31, 2006
Total TEVENUES . . . vt et o e e e e $874,203
NEt INCOME . . . . e e e e $ 49,607
Net income per share—basic. . ......... ... ... ... . ... .. .. .. $ 026
Net income per share—diluted .. ....... ... ... .. ..... ... ... $ 0325

Competency Assessment Solutions

On July 20, 2006, we acquired all of the outstanding equity of Competency Assessment Solutions
{CAS) for $2.3 million in cash. The acquisition was completed to augment our human capital
management solutions. In the allocation of the excess purchase price over the fair value of assets
acquired $1.3 million was allocated 10 goodwill and $1.3 million was allocated to amortizable intangible
assets which included acquired technology and a non-compete agreement. These amounts and the net
liabilities assumed of $0.3 million equal the total purchase price of $2.3 million. The financial results of
CAS are included in our Consolidated Statements of Operations from the date of acquisition. Pro
forma information has not been presented as it was not material to our results of operations for fiscal
2007.

Sigma

On December 14, 2006, we entered into a purchase agreement with Sigma Enterprise Applications
AB (Sigma) whereby we acquired Sigma’s business pertaining to the mainlenance and servicing of
Lawson S3 products for approximately $1.0 million in cash, $0.3 million of assumed liabilities and a
contingent additional payment of $0.6 million,. The acquisilion was completed to augment sales of our
S3 products in the Nordic region. The allocation of the purchase price of $1.3 million along with
transaction costs of $0.1million was allocated accordingly: $1.3 million to existing technology, to be
amortized over a five-year period, and $0.1 million to a non-compete agreement, to be amortized over
a three-year period. The financial results for Sigma are included in our Consolidated Statements of
Operations from the date of acquisition. Pro forma information has not been presented as it was not
material to our results of operations for fiscal 2007.

VasTech

On March 3, 2008, we acquired all the outstanding stock of Visual Advance Systems Technology
(VasTech), a provider of workforce management software and services based in Annapolis, Maryland
for $13.1 million. With this acquisition, we are now offering our customers, primarily in the healthcare
and hospiltality industries, an advanced workforce management staffing and scheduling solution 1o
complement our Lawson Human Capital Management offerings. The total cost of the acquisition
included direct transaction costs of approximately $0.1 million. The purchase price in excess of the
$1.7 million fair value of net tangible assets acquired was allocated $7.7 million to amortizabie
intangible assets and $4.3 million to goodwill. In addition, we recorded deferred revenue of $0.6 million
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as of the effective date of this transaction. The amortizable intangible assets included existing
technology of $3.3 million, to be amortized over a five year period, and customer relations valued at
$4.4 million, to be amortized over an eight year period. The goodwill we recorded is expected to be
deductible for tax purposes. The results of eperations of VasTech are included in our Consolidated
Statements of Operations from the date of the acquisition. Pro forma information has not been
presented as it was not material to our results of operations for fiscal 2008.

PLM

On March 17, 2008, we acquired the Product Lifecycle Management (PLM) software division of
San Francisco-based Freeborders® for $4.1 million. The addition of PLM capabilities to our portfolio of
enterprise software offerings will help our customers in the fashion industry establish processes that will
enable them to cut the lead time from product concept to production to actual delivery to the retail
store shelf. The total cost of the acquisition included approximately $0.1 million in transaction costs.
The excess of the purchase price over the fair value of net tangible assets acquired was allocated
$1.9 million to amortizable intangible assets, $2.8 million to goodwill and $0.6 million to deferred
revenue. The amortizable intangible assets included existing technology of $1.1 million, to be amortized
over a four year period, and customer relations valued at $0.8 million, to be amortized over a six year
period. The goodwill related to this acquisition is also expected 1o be deductible for tax purposes. The
results of operations of PLM are included in our Consolidated Statements of Cperations from the date
of the acquisition, Pro forma information has not been presented as it was not material 10 our results
of operations for fiscal 2008.

5. Stock-Based Compensation and Stock Incentive Plans
Share-Based Compensation

On June 1, 2006, we adopted the provisions of SFAS 123(R} which replaced SFAS 123 and
superseded APB 25. Under SFAS 123(R) our share-based employee compensation cost is recognized
using the fair value based method for all new awards granted after June 1, 2006 and unvested awards
outstanding at June 1, 2006. We elected the modified-prospective method of adopting SFAS 123(R),
under which prior periods were not retroactively restated.

SFAS 123(R) requires us to estimate the fair value of our share-based payment awards on the date
of grant using an option-pricing model. We use the Black-Scholes option-pricing model which requires
the input of significant assumptions including an estimate of the average period of time employees will
retain vested stock oplions before exercising them, the estimated volatility of our common stock price
over the expected term and the applicable risk-free interest rate. Changes in these assumptions can
materially affect the estimated fair value of our share-based compensation and, consequently, the
related expense recognized. The value of the portion of awards that are vltimalely expected to vest is
recognized as expense over the requisite vesting periods in our Consolidated Statemenis of Operations.
Prior to adopting SFAS 123(R), we elected the disclosure only option under SFAS 123. In our
SFAS 123 disclosures, we also used the Black-Scholes option-pricing model to estimate the fair value of
our share-based compensation awards.
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The following table presents the weighted average fair value of options granted to employees and
the related assumptions we used in the Black-Scholes option pricing model for the periods presented:

Years Ended May 31,

2008 2007 2006
Fair value of options granted (in thousands) . ..................... $5,452  $9,589  $14,244
Weighted average per share fair value of options granted . .. .. .. ...... $340 $351 § 358
Assumplions used for estimating fair value of option grants:
Expecied lerm (Years) . ... ... ... vt 42 4.7 54
Risk-free interest rale. . . ... ... o it 3.5% 4.7% 4.4%
Volatility .. ... o 382% 494% 52.0%

Dividend yield .. .. ... .. . e —_ —_ —

{a) Expected tenn:  Prior 10 June 1, 2006, we calculated expected term based on historical
observations. After adopticn of SFAS 123(R), we calculate expected term based on historical
observations and expectations of fulure employee stock option behavior.

(b) Risk-free interest rate:  This rate is based on the U.S. Treasury zero-coupon yield curve on the
grant date for a maturity that correlates to the expected term of the options. For fiscal 2008 the
range was 2.37% to 5.01%.

(c) Volariliy: We used a combination of historical and implied volatility (blended method) to
calculate our stock’s volatility for the first half of fiscal 2008. We used historical volatility for the
second half of the year using a look-back period equal to the options’ expected term.

(d) Dividend yield: We have not historically paid dividends and do not expect to issue dividends for
the foreseeable future.

The amount of share-based compensation expense recognized in our Consolidated Statements of
Operations for fiscal 2008 and 2007 included compensation expense for share-based payment awards
granted on or prior 1o June 1, 2006, but not yel vested as of that date. Prior 1o June 1, 20006, we
accounted for these awards using the intrinsic value method in accordance with the provisions of
APB 25. Share-based employee compensation costs have been recognized using the fair value based
method for all new awards granted after June 1, 2006. Compensation costs for unvested stock options
and non-vested awards that were outstanding at June 1, 2006 are being recognized over the requisite
service periods based on the grant-date fair value of those options and awards as previously calculated
under SFAS 123 for pro forma disclosures.

In addition, SFAS 123(R) requires forfeitures 1o be estimated al the time of grant and revised, if
necessary, in subsequent periods if actual forfeitures differ from those estimates. As a result, share-
based compensation expense recognized in our Consolidated Statements of Operations for fiscal 2008
and 2007 was based on awards ullimately expected to vest. An estimated forfeiture rate was also
factored into the SFAS 123 pro forma disclosure of share-based compensation expense for fiscal 2006.
Our estimated forfeiture rate was calculated based on actual historical forfeitures experienced under
our equity plans. Changes to the forfeiture rate are accounted for as a cumulative effect of change in
the period of such change. In the third quarter of fiscal 2008, we performed our periodic review of our
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estimated forfeiture rate and based on turnover during the last twelve months, we adjusted our
forfeiture rate from 6.1% 1o 17.4%. This change in estimated forfeiture rate resulted in a $0.7 million
decrease in share-based compensation expense for fiscal 2008,

The following table presents share-based compensation expense recognized in our Consolidated
Statements of Operations, by classification, for the periods indicated (in thousands):

Years ended May 31,

2008 2007 2006(1)
Cost Of TEVENUES . . . . v et e et e e $ 740 $1,011 § 2
Research and development .. .. .. .. ... ... .. ... 452 635 8
Sales and marketing .. ........ ... .. .. ... .., 1,105 1,509 14
General and adminjstrative ... .................. 4,446 4,497 6,779
Stock-based compensation expense, before income tax . 6,743 7,652 6,803
Income tax benefit .. ............ ... ... ... ..., (2,596) (2,961) (2,639)
Stock-based compensation expense, net of tax . . . ... $4147 $4,691 $ 4,164

(1) For fiscal 2006, prior to the adoption of SFAS 123(R), the share-based compensation
expense recognized included a $6.3 million, or $3.8 million after tax non-cash charge
resulting from the negotiated separation agreement with our former President and CEO.

The following table presents pro forma nel income and net income per share for fiscal 2006 as if
we had applied the fair value recognition provisions of SFAS 123 to all of our share-based awards (in
thousands, except per share data):

Year Ended
May 31, 2006
Netincome asreported .. ....... ... .0, $15,959
Add: Stock-based employee compensation expense
included in reported net income, netoftaxes ................ 4,164
Deduct: Stock-based compensation expense determined
under the fair value method for all awards, netof tax .......... (6,102)
Pro formanet income . . .. ... ... it e $14,021
Net income per share:
Basic: Asreported ... . .. e $ 0.14
Proforma ........ ..ot $ 013
Diluted: Asreported . ...... ... ...t $ 014
Proforma ........ ... .. . .t $ 012

Stock Incentive Plans

Our 1996 Stock Incentive Plan (1996 Plan) provides for the granting of non-qualified stock options,
restricted stock units, performance awards and other share-based awards. There are 27.7 million shares of
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our common slock reserved for issuance under the plan. As of May 31, 2008, there were 7.8 million
awards outstanding under the 1996 Plan and less than 0.1 million shares were available for future grant.
Our 2001 Stock Incentive Plan (2001 Plan) provides for the granting of incentive stock oplions,
non-qualified stock options, or restricted stock. There are 35.0 million shares of our common stock
reserved for issuance under the 2001 Plan. As of May 31, 2008, there were 4.2 million awards outstanding
under the 2001 Plan and 22.1 million shares were available for future grant.

On July 10, 2008, our Board of Directors approved an amendment to the 2001 Plan to allow for
the future grant of restricled stock units in addition to stock options and restricted stock. The
amendment did not increase the overall number of shares of our common stock that may be issued
under the 2001 Plan.

Stock Options

The stock options we grant to our employees generally vest over a four-year to six-year period, are
subject to acceleration under certain events and expire seven to ten years from the date of grant.
Option awards are granted with exercise prices equal to the fair market value of our common stock at
the date of grant. Newly issued shares are used in settlement of stock option exercises.

The following table summarizes stock option activity for fiscal 2008, 2007 and 2006 (in thousands)
and weighted average exercise prices and remaining contractual life (in years):

Weighted Weighted

Average Average
Options Exercise  Remaining

Outstanding Price Life
QOutstanding, May 31,2005 . ................. 16,972 $4.11
Expired/Forfeited/Canceled ................ (1,815) $6.62
Granted at fair market value{(1) .. ........... 4,270 $6.59
Exercised . . ....... ... ... ... ..., (4,755) $2.76
Outstanding, May 31,2006 .................. 14,672 $4.96
Expired/Forfeited/Canceled ................ (1,612) $7.20
Granted at fair market value . .............. 2,745 $7.44
Exercised . ..... ... ... . ... (3,342) $3.64
QOutstanding, May 31,2007 .................. 12,463 $5.57
Expired/Forfeited/Canceled ... ...... ... ... (316) $7.72
Granted at fair market value .. ............. 1,605 $9.56
Exercised . .......... 0t (1,672) $4.10

Outstanding, May 31,2008 .. ................ 12,080 $6.25 ﬂ

Exercisable, May 31,2008 . . .. ............... 7,457 $5.32 5.

(1) Includes 1.2 million stock options granted 1o employees as a result of our acquisition of
Intentia.

The aggregate intrinsic value of options exercised during fiscal 2008, 2007 and 2006 (the amount
by which the market price of our common stock on the date of exercise exceeded the exercise price of
the option) was $%.3 million, $12.3 million and $20.7 million, respectively. Cash received from the
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excrcise of stock options in fiscal 2008 was $6.9 million. The total tax benefit realized for the tax
deductions from oplions exercised in fiscal 2008 was $2.5 million.

Stock options exercisable at May 31, 2008, 2007 and 2006 were 7.5 million, 7.4 million and
8.9 million, respectively. The total fair value of options vested during fiscal 2008, 2007 and 2006 was
$5.6 million, $5.4 million and $4.1 million, respectively. As of May 31, 2008, there was $9.2 million of
unrecognized compensation expense related to outstanding stock options that is expected to be
recognized over a period of 2.3 years.

A summary of stock options as of May 31, 2008, is as follows (in thousands except per share data):

Options Qutstanding Options Exercisabie
Weighted- Weighted-
Average  Weighted- Average  Weighted-
Remaining Average Aggregate Remaining  Average Aggregate
Number Contractual Exercise Intrinsic Number Contractual Exercise Intrinsic
Range of Exercise Prices of Options  Life (Yrs) Price Value(1) of Options Life (Yrs) Price Value(l)
$225-8232 ......... 1,627 1.75 $ 226 10,510 1,627 1.75 $ 226 10,510
$297 ... 559 3.00 $ 297 3,214 559 3.00 $ 297 3,214
$399-8719 ......... 5,092 6.44 $ 598 13,952 3,548 6.09 $ 591 9,970
$720-89.77 ... . ... 4,794 6.81 $ 8.26 2,205 1,716 6.52 $ 7.7 1,733
$1400 .. ... ... ... 8 333 $14.00 — 7 3.33 $14.00 —
$225-81400......... 12,080 5.79 $ 625 $29.881 7457 5.01 $ 532 §$25427

(1) The aggregate intrinsic value was calculated based on the amount by which the market value of
our common stock on May 31, 2008 of $8.72 exceeded the weighted-average exercise prices for all
in-the-money options outstanding and options exercisable.

Amendments to Stock Option Agreements

Effective on June 1, 2005, we amended the stock options held by each of our non-employee
directors to: (1) fully vest and eliminate the Company’s call right to purchase shares issued after
exercise and (2) allow those options to be exercised until the earlier of two years after resignation as a
director or 10 years after the date of grant. This change resulted in the recognition $0.1 million in
compensation expense for fiscal 2006 due 10 the facl that these options were “in-the-money™ at the
time they were modified.

Effective on June 1, 2005, we amended the stock options that were held by each officer who was
then subject to the reportling requirements of Section 16 of the Securities Exchange Act of 1934 and
had an exercise price per share greater than or equal to $5.95 (ihe closing price on NASDAQ on
June 1, 2005). These options were amended to allow that officer to exercise the options that are
unexercised and vested as of that officer’s employment termination date until the earlier of two years
after termination employment or ten years after the date of grant. Stock options previously granted to
any Section 16 reporting officer with an exercise price per share less than $5.95 were not amended.
This amendment had no impact on our Consolidated Statement of Operations for fiscal 2006 as there
was no charge required under APB 25. In our fiscal 2006 pro forma disclosure under SFAS 123 we
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reflected a charge of $0.1 million, net of tax. Effective June 2, 2005, as part of the separation
agreement with our former CEQ, the outstanding stock options held by our former CEQ that had an
exercise price greater than the closing price of our common stock on June 1, 2005, were amended 1o
cease vesting after termination of full-time employment and to extend the exercise period 10 two years
from the end of full-time employment. This change resulied in compensation expense being recognized
for fiscal 2006 of $6.3 million, or $3.8 million net of tax. As these options were 100% vesled, under the
fair value based method, we reflected $0.4 million, net of tax, relating to the incremental value on the
modified options as compared to the options before modification in our fiscal 2006 pro forma
disclosure under SFAS 123.

Effective October 11, 2006, we amended the stock option agreement entered into with our current
CEO on June 2, 2005 pertaining to the grant of non-qualified stock options for the purchase of
2.5 million shares of our common stock. Under the terms of the amendment, the stock option
agreement was modified so that the vesting of those stock options accelerate 100%: (1) if the CEOQ is
terminated without cause or resigns for good reason (as defined in the stock option agreement) within
two years of a change in control of the Company (as defined in the stock option agreement), (2) if the
stock options were terminated as part of a change in control of the Company, or (3) upon the CEO’s
death, disability or retirement (as defined in the stock option agreement). The Compensation
Committee of our Board of Directors approved this amendment so that the conditions for acceleration
of vesting for the CEO’s stock options would be the same as the stock options granted to our newly
hired CFO on October 5, 2006 and the stock options previously granted 1o other executive officers.
Because the nature of this amendment did not change the assumptions used under SFAS 123(R) when
estimating the fair value of these stock options before and after the amendment, there was no
additicnal expense required to be recorded under SFAS 123(R} and thus there was no impact to our
Consolidated Statement of Operations for fiscal 2007.
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The following 1able summarizes restricted stock award activity during the fiscal 2008, 2007 and
2006 (in thousands, except per share data):

Weighted
Restricted Average
Stock Grant Date

Awards Fair Value
Nonvested, May 31,2005 . . ... ... ... . ... . ... .. — —
Granted .. .. .. . e 100 $5.25
Vested . ... e e e — —
Nonvested, May 31,2006 . . . ......................... 100 $5.25
Granted ... ... . e e e 725 $7.75
Vested .. ..o e e e (50) $5.25
Nonvested, May 31,2007 . ... .. ....... ... ... ........ 775 $7.57
Granted . ... . . e e 728 $9.38
Vested ..o e e e e e (50) $5.25
Cancelled . . ... .. i i e e (100) $7.96
Nonvested, May 31,2008 . .. ... ....... ... .. .......... 1,353 $8.59

On Jane 2, 2005, we granted a restricted stock award of 100,000 shares of common stock to our
then newly appointed President and CEOQ. These shares had a $0.5 million market value at the date of
grant, vested in two 50,000 share increments on June 1, 2006 and 2007, and were subject to
acceleration upon certain events. The market value of the restricted stock award was recorded in
additional paid in capital, a component of stockholders’ equity, and was amortized over the respective
vesting periods.

During fiscal 2007 we granted restricted stock unit awards of 724,500 shares of common stock to
various executives, These awards had a combined $5.5 million market value at the date of grant, cliff
vest three years from the date of grant and are subject 1o acceleration upon ceriain events. The market
value of the restricled stock unils is being amortized over the respective vesting periods.

During fiscal 2008 we granted restricted stock and restricted stock unit awards to various
executives of 430,200 and 298,125, respectively. These awards had a combined $6.8 million market value
at the date of grant, cliff vest three years from the date of grant and are subject to acceleration upon
certain events. The market value of the restricted stock and restricted stock units is being amorlized
over the respective vesting periods.

For fiscal 2008, 2007 and 2006, amortization of the unearned compensation related to restricted
stock and restricted stock unit awards was $1.6 million, $1.0 million and $0.4 million, respectively.
Unrecognized compensation expense related Lo nonvested restricted stock awards as of May 31, 2008,
was $4.5 million, before income tax, and is expected 10 be recognized over a weighted average period
of 2.1 years. Total fair value of vested shares of restricted stock was $0.3 million as of May 31, 2008.

During fiscal 2008, none of the criteria to necessitate the acceleralion of any of the vesting
requirements related to the 2006, 2007 or 2008 grants occurred.
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5. Stock-Based Compensation and Stock Incentive Plans (Continued)
Employee Stock Purchase Plan

In February 2001, our stockholders approved our 2001 Employee Stock Purchase Plan (ESPP),
which was effective as of our initial public offering. Our ESPP is intended to be a qualified plan within
the meaning of Section 423 of the Internal Revenue Code of 1986, as amended. Prior to April 2006,
our ESPP allowed eligible employees to purchase our common stock at a price equal to 85% of the
lower of the fair market value of our common stock at the beginning or end of the offering period,
which commenced each January | and July 1. On April 1, 2006, the ESPP was amended to allow
eligible employees to purchase our common stock at a price equal 10 85% of the fair market value at
the end of each quarter of the offering period. The ESPP originally terminated when all of the shares
reserved under the plan were purchased or five years from the effective date unless our Board of
Directors resolved to extend the ESPP for one or more additional periods of five years each. In June
2006, our Board of Directors approved a five-year amendment to the ESPP which was approved by our
stockholders. There are 20.8 million shares of our common stock reserved for issuance under the ESPPF,
of which approximately 17.2 million shares were available for issuance as of May 31, 2008. There have
been 3.6 million shares issued under the ESPP through May 31, 2008.

Prior to the adoption of SFAS 123(R) on June 1, 2006, we accounted for our ESPP in accordance
with the provisions of APB 25 and related Interpretations. As our ESPP was considered
noncompensatory al that time, no share-based compensation expense was recognized in our
Consolidated Statements of Operations in fiscal 2006.

For fiscal 2006, our pro forma disclosures under SFAS 123 included an estimated fair value of
share-based compensation expense related 1o our ESPP of approximately $1.4 million. This estimate
was calculated using the Black-Schotes option-pricing model (similar to stock option grants) using a six
maonth expected term, a volatility of 42.8%, a risk-free interest rate of 4.8%, expiration of six months
from the date of grant and a dividend rate of zero percent.

As of our adoption of SFAS 123(R), the estimated fair value of our ESPP is recognized as share-
based compensation in our Consolidated Statements of Operations for fiscal 2008 and 2007. With the
April 2006 amendments to our ESPP, primarily the elimination of the look-back feature related to the
purchase price, fair value compensation costs of our ESPP is estimated as the 15% discount on our
common stock provided employees at the end of each quarterly offering period. ESPP share-based
compensation of approximately $0.5 million was recorded in fiscal 2008 and 2007.

Tax Impacts of Share-based Compensation

In addition to the recognition of the fair value of our share-based awards as compensation expense
in our Consolidated Statements of Operations, SFAS 123(R) requires the benefits of tax deductions in
excess of the compensation cost recognized for those options and stock awards to be classified as
financing cash inflows rather than operating cash inflows. For fiscal 2008 and 2007, we had excess tax
benefits from stock transactions of $2.1 and $2.5 million, respectively, which have been classified as
financing cash inflows pursuant to SFAS 123(R). These amounts are shown as “Excess tax benefit from
stock transactions” in our Consolidated Stalements of Cash Flows. Prior to the adaeption of
SFAS 123(R}, we presented all tax benefits resulling from the exercise of stock options and settlement
of restricted stock awards as operating cash flows in our Consolidated Statements of Cash Flows. As
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5. Stock-Based Compensation and Stock Incentive Plans (Continued)

such, excess tax benefits from stock transactions of $4.4 million for fiscal 2006, were classified as
operating cash inflows.

6. Financial Statement Components

Supplemental disclosures of our non-cash investing and financing transactions {in thousands):

Years Ended May 31,

2008 2007 2006
Stock options exercised using common stock .. ..... ... $ 347 3938 $§ 4,857
Assets acquired under capital leases .. .............. 425 295 183
Issuance of common shares for acquisition ........... — — 443889
Issuance of restricied stock awards . ................ 1,250 — 232

Acquisition Related Costs

During fiscal 2008, we incurred approximately $0.3 million in acquisition costs related to our
VasTech and PLM acquisitions. In fiscal 2007 and 2006 we incurred acquisition costs of $0.1 million and
$8.5 million, respectively, related to our business combination with Intentia. These costs are reflecied
within cash flows from investing activities as cash paid in conjunction with acquisitions in the
accompanying Consolidated Statements of Cash Flows for fiscal 2008, 2007 and 2006,

Restricted Cash

We had $2.8 million held as restricted cash as of May 31, 2008 related (o various guarantlees (see
Note 7, Long-Term Debt and Credit Facilities). Of the $2.8 million, we expect $0.8 million will be
unrestricted within one year. The remaining restricted cash has been classified as a non-current asset
on our Consolidated Balance Sheets.

Accounts Receivable, Net

The components of our trade accounts receivable were as follows (in thousands):

May 31,
2008 2007
Trade accounts receivable ... ... ..., .. .. ... ..., $168,451 $147,771
Unbilled accounts receivable .. ......... .. ... ......... 21,221 25,083
Less: allowance for doubtful accounts. . ... .............. (5,625) {(9,907)
Trade accounts receivable, net ...................... $184,047 $162,947

Unbilled accounts receivable represenis revenue recognized on contracts for which billings have
not yet been presented to cur customer because the amounts were earned but not contractually billable
as of the balance sheet date.
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6. Financial Statement Components (Continued)
Rollforward of Allowance for Doubtful Accounts

The following is a rollforward of our allowance for doubtful accounts (in thousands):

Balance, May 31, 2005 . . .. .. ... . . e $ 3,183
Acquired in business combination ......... ... . oo, 17,940
Provision . ... ... ... .. {1,147)
Write-offs . . . ... e (624)
ReCOVEIIES . . . i i e e 26
Translation adjustment .. ...... ... ... . e 570

Balance, May 31,2006 .. ...... ... ... .. i 19,948
PrOVISION . . . i e e e e e 3,501
Write-offs. . ... ... . {14,544)
Recoveries . . .. ... . . 20
Translation adjustment . ... ... ... . . ... i 982

Balance, May 31, 2007 . . .. .. .. e e e 9,907
Acquired in business combination .. ....... .. .. ... . oL, 286
Provision . ... ... . i e 1,110
Write-offs. . ... ... (6,362)
Recoveries . . .. .. . . e e 11
Translation adjustment .. ........ ... . ... . ... .. ... 673

Balance, May 31, 2008 . . .. .. .. e e $ 5,625

Property and Equipment, Net

Our property and equipment consisted of the following for the periods presented (in thousands):

May 31,
2008 2007 Useful Lives
Buildings ........ ... . .. . i, 3 712§ 339 50 years
Automobiles . . ... ... ... ... ... . .. 9,349 9,335 3-5 years
Equipment .......... ... ... .. .. . ... ... 30,929 56,217  1-5 years
Office furniture . . .. ... .. i i n 27,136 17,334 5-7 years
Leasehold improvements .. ................ 24,796 15,872 3-16 years
Equipment under capital leases ............. 4,718 5,277 3-7 years
Total property and equipment ... .......... 147,640 104,374
Less accumulated depreciation and amortization . (102,596)  (73,495)
Property and equipment, net ............. $ 45044 § 30,879

During fiscal 2008, we capitalized $4.9 million of costs related to our implementation efforts of
internal use software in accordance with the provisions of SOP 98-1. These costs are included in
equipment in the above table and are amortized over the software’s estimated useful life of five years.
There were no similar costs capitalized in fiscal 2007, (See¢ Note 2, Summary of Significant Accounting
Policies—Property and Equipment).
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6. Financial Statement Components (Continued)

Depreciation expense for equipment under capital leases was $1.2 million and $1.9 million for
fiscal 2008 and 2007, respectively. Accumulated depreciation for equipment under capital leases was
$3.1 million and $3.1 million as of May 31, 2008 and 2007, respectively. Depreciation expense and
accumulated depreciation for equipment under capital leases was nol material for fiscal 2006.

Deferred Revenue

The components of deferred revenue were as follows (in thousands):

May 31,
2008 2007
License fees . ... vttt e $ 54,555 § 35497
Mainlenance ... ... e e 240,704 215,480
Consulling . . .. ... i i e e e 17,347 12,427
Total deferredrevenue .. .......... ... 0o, 312,606 263,404
Lesscurrent portion . . . .. ..., ... ... veruinann.. (298,509}  (247,587)
Deferred revenue—non-current ... ............c..... $ 14097 $ 15817

Included in the deferred revenue balances at May 31, 2007 were $1.2 million and $10.0 million in
remaining deferred revenue for services and maintenance, respectively, that were acquired through the
acquisition of Intentia. The balance as of May 31, 2008 includes $1.2 million in deferred revenue for
maintenance related to VasTech and PLM acquired during fiscal 2008. In connection with purchase
price allocations related to each of these acquisition, we estimated and recorded the fair values of our
deferred revenue associated with service and maintenance obligations acquired. (see Note 4, Business
Combinations).

7. Long-Term Debt and Credit Facilities

Long-term debt consisted of the following (in thousands):

May 31,
2008 2007
Senior convertible notes, interest at 2.5% . ............... $240,000 $240,000
Car loans, interest at averagerate of 4.7% .. ............. 6,828 6,010
Capital lease obligations, interest at 7.9% .. .............. 1,755 2,540
Total long-term debt ... ... ..., ... .. ... 248,583 248,550
Less current maturities - . ........... .. .. ... ... .. ..., (3.849)  (3,322)
Total long-term debt—non-current . .................. $244,734  $245,228
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7. Long-Term Debt and Credit Facilities (Continued)

The aggregale maturities of long-term debt for each of the five years subsequent to fiscal 2008 are
as follows {in thousands):

2000 L e e e e $ 3,849
2000 . . oo 3,545
701 I 1,112
200 e 240,077
Thereafter. . . .. ... e —

Total long-term debl . . .. .. ... . ... . e $248,583

Interest paid was $6.8 million, $7.6 million and $0.02 million in fiscal 2008, 2007 and 2006,
respectively.

In April, 2007, we issued $240.0 million in aggregate principal amount of 2.50% senior convertible
notes (the “notes”) with net proceeds, after expenses, of approximately $233.5 million. The notes
mature on April 15, 2012. The notes bear interest at a rate of 2.50% per annum, which is payable
semi-annually in arrears, on April 15 and October 15 of each year, beginning October 15, 2007. The
notes do not contain any restrictive financial covenants. The notes are convertible, at the holder’s
option, into cash and, if applicable, shares of our common stock based on an initial conversion rate of
83.2293 shares of common stock per $1,000 principal amount of notes, which is equivalent to an initial
conversion price of approximately $12.02 (which reflecls a 35% conversion premium based on the
closing sale price of $8.90 per share of our common stock as reported by NASDAQ on April 17, 2007).
We effectively raised the conversion price (o approximately $15.58 per share (which reflects a 75%
premium when compared 10 the closing sale price of $8.90 per share) by simultaneously entering into
separate agreements to purchase call options and sell warrants. These transactions are further discussed
below. The conversion rate may be adjusted from time to time in certain instances. The notes are
convertible only under the following certain circumstances:

(1) conversion based on the price of our common stock;
(2) at any time on or after Januvary 15, 2012;

(3) conversion upon specified distributions to holders of our common stock or specified corporate
transactions; and

(4) conversion upon satisfaction of a trading price condition.

The notes are our senjor unsecured obligations and are noi guaranieed by any of our subsidiaries.
The notes rank equally in right of payment with our existing and any future senior debt and senior in
right of payment 1o our future subordinated debt. The notes are effectively junior to our existing and
any future secured debt to the extent of the value of the related collateral. The notes are also
effectively subordinated to all existing and future debt and other liabilities (including trade payables) of
our subsidiaries. If a fundamental change (as defined in the governing indenture dated April 23, 2007)
occurs al any time prior to the maturity date, then each holder of the notes shall have the right, at such
holder’s option, to require us to repurchase all of such holder’s notes for cash, or any portion of the
principal amount thereof that is equal to $1,000 or an integral multiple thereof, on the date specified

100



LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

7. Long-Term Debt and Credit Facilities (Continued)

by us at a repurchase price equal to 100% of the principal amount thereof, plus accrued and unpaid
interest thereon 1o, but excluding, the repurchase date.

In connection with the issuance of the notes, we entered into a Registration Rights Agreement
with the initial purchasers of the notes. Pursuant to this agreement we filed a shelf registration
statement with respect 10 the resale of the notes and the common stock issuable upon conversion of
the notes. The shelf registration statement was filed and became effective on August 16, 2007,

In connection with the issuance of the notes, we simultaneously entered into agreements with an
affiliate of one of the initial purchasers to purchase call options and sell warranis on our common |
stock. We may exercise the call options we purchased at any time to acquire approximately 20 million
shares of our common stock, subject 1o anti-dilutive adjustments. The initial strike price of the
purchased options is the same as the initial conversion price of the notes and is similarly subject to
anti-dilutive adjustments. The warrants holder may exercise its warrants al any time to acquire
approximately 20 million shares of our common stock, subject to anti-dilutive adjustments, at an initial
price 75% higher than the closing price of our common slock on the date of pricing of the notes and is
similarly subject 1o adjusiments. We paid $57.7 million ($35.7 million net of tax benefit) to acquire the
call options and received $34.2 million as a result of the sale of the warrants. The purchase of the call
options was recorded as a reduction to stockholders” equity and the sale of the warrants was recorded
as an increase to stockholders’ equity in accordance with EITF Issue No. 00-19, Accounting for
Derivative Financial Instruments Indexed to, and Potentially Settled in, a Company’s Own Stock.
Subsequent changes in the fair value of the call options and warrants will not be recognized. On a
combined basis, the call options and the warrants are expected to reduce the potential dilution upon
conversion of the notes in the event that the market value per share of our common stock at the time
of conversion of the notes is greater than the strike price of the warrants. If, however, the volume-
weighted average price per share of our common stock exceeds the strike price of the warrants when
they are exercised, there would be dilution from conversion of the notes to the extent that the then
volume-weighted average price per share of our common stock exceeds the strike price of the sold
warrants. The call options are anti-dilutive and are therefore excluded from the calculation of diluted
shares oulstanding. The call options and the warrants are separate and legally distinct instruments that
have no binding effect on the holders of the notes. The initial strike price of the sold warrants is 75%
higher than the closing price of our common stock on the date of the sale.

We have a credit facility that was entered into by the former Intentia on November 1, 2004 and
assumed by Lawson. The facility consists of a guarantee line with Skandinaviska Enskilda Banken
(SEB) in the amount of $6.6 million {40.0 million Swedish Kroner). The facility is secured by a |
corporalte letter of guaranty by Lawson Software, Inc. As of May 31, 2008, under $0.1 million was
outstanding under the guarantee line and approximately $6.5 million was available for use.

We also had $2.8 million held as restricted cash as of May 31, 2008. This balance relates 1o various
guarantees of our properties worldwide and $0.8 million and $2.0 million have been classified as
current and non-current assets, respectively, on our Consolidated Balance Sheet.

The May 31, 2007 restricted cash balance of $7.4 million included approximately $5.8 million
related 10 collateral to secure a bank guarantee for the settlement of the purchase of the remaining
shares of Intentia. The arbitration process associated with the settlement of the untendered shares of
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Intentia required us to maintain a specified amount as security for a bank guaranty to secure Lawson’s
obligation should additional amounts be due to the holders. On October 11, 2007, the arbitration panel
riled that no such additional amounts were due and the matter was closed. As a result, the bank lifled
the restriction on the remaining balance and we repatriated the funds. This transfer was reflected in
the second quarter of fiscal 2008.

8. Minority Interest and Investment in Unconsolidated Subsidiaries

Minority Interest 'We have a 75% interest in our subsidiary in Poland that was acquired in our
acquisition of Intentia. The minority interest for our Poland subsidiary was in a deficit position as of
May 31, 2008 and 2007 and therefore there was no amount recorded on our Consolidated Balance
Sheets as of either fiscal year end,

As of May 31, 2007, we held an 89% interest in our subsidiary in Norway, also acquired in our
acquisition of Intentia. During the fourth quarter of fiscal 2008, we purchased the remaining 11%
interest from the minority shareholders for approximately $3.5 million resulting in an increase to
goodwill (See Note 2, Summary of Significant Accounting Policies—Goodwill and Other Intangibles).

Investment in Unconsolidated Subsidiaries  We reflected approximately $0.1 million of equity in
earnings from investments in unconsolidated subsidiaries in both fiscal 2008 and 2007 with the
acquisition of Intentia and all of Intentia’s subsidiaries. Net sales recorded related to these subsidiaries
were not material. The equity method of accounting is used for companies and other investments in
which we have significant influence, which generally represents common stock ownership or partnership
equity of at least 20% and not more than 50%. As of fiscal 2008, our investment in unconsolidated
subsidiaries included a 30% interest in Inlentia Thailand Co. Lid. and a 43% interest in Scase A/S.
Both of these companies are involved in the sale of M3, Intentia’s legacy software, and the supporting
services associated with the software. As we have only one reporting segment, all of the revenue and
equity investments are reporied in the one segmenl. Investments in unconsolidated subsidiaries are
included in our Consolidated Balance Sheets.

9. Common Stock

In November of 2006, our Beard of Directors approved a share repurchase program of up to
$100.0 million of common stock, which was subsequently increased to $200.0 million by the Board of
Directors in April 2007. The share repurchases are funded using our existing cash balance and future
cash flows and occur through open market purchases, privately negotiated transactions and/or
transactions structured through investment banking institutions as permitied by securities laws and
other legal requirements. Market conditions influence the timing of the buybacks and the number of
shares repurchased. From inception of the repurchase program through May 31, 2008, we used
$160.5 million 1o repurchase 18.0 million shares at an average price of $8.94 per share. The
repurchased shares are recorded as treasury stock and result in a reduction to our stockholders equity.
The shares will be used for general corporate purposes. As of May 31, 2008, the maximum dollar value
of shares thalt may yel be purchased under this program was $39.5 million. On July 10, 2008, our board
of directors increased the maximum authorized for repurchase purposes by an additional $200.0 million,
1o $400.0 millien, increasing the maximum dollar value of shares that may yet be purchased under the
program to $239.5 million.
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Included in the repurchases in fiscal 2008 were 1.1 million shares purchased from the Lawson
Family Investment Company, Lid., an entity affiliated with H. Richard Lawson, founder, co-chairman
and a director of the Company. In addition, 2.9 million shares were purchased from Symphony
Technology Group, a principal stockholder of the Company. Dr. Romesh Wadhwani is co-chairman and
a director of the Company and the founder and managing partner of Symphony Technology Group.
These shares were purchased at $9.20 per share.

In connection with the issuance of our senior convertible notes, we simultaneously entered into
agreements with an affiliate of one of the initial purchasers of the senior convertible notes 1o purchase
call options and sell warrants on our common stock (see Note 7, Long-Term Debt and Credit Facilities).

10. Shareholder Rights Plan

On July 26, 2004, our Board of Direclors adopled a Shareholder Rights Plan in which preferred
stock purchase rights {the Right(s)) were distributed as a non-taxable dividend at the rate of one Right
for each share of common stock held as of the close of business on July 28, 2004. Each Right will
entitle stockholders to buy one-one hundredth of a newly issued share of Series B Junior Participating
Stock of the Company at an exercise price of $29.00. The Rights will be exercisable only if a person or
group, other than an exempted person, acquires beneficial ownership of, or makes a tender for,

15 percent or more of our outstanding common stock.

If any person, other than an exempted person becomes the beneficial owner of 15 percent or more
of our outstanding common stock, each Right not owned by such person or certain related parties will
entitle its holder to purchase at the Right’s then current exercise price shares of our common stock
having a market value equal to twice the then current exercise price. In addition, if after a person
becomes the beneficial owner of 15 percent or more of our outstanding common stock, we are involved
in a merger or other business combination transaction with another person after which our common
stock does not remain outstanding, or sells 50 percent or more of its assets or earning power 1o
another person, each Right will entitle its holder to purchase at the Right’s then current exercise price,
shares of common stock of such other person having a market value equal to twice the current exercise
price.

Our Board of Directors will be entitled to redeem the Rights at $0.01 per Right at any time prior
to a person or group acquiring 15 percent or more of our common stock. Otherwise, the Rights will
expire on July 28, 2014,

In conjunction with the business combination with Intentia, we amended the Shareholder Rights
Plan on June 2, 2005 so that the announced transactions with Intentia and its affiliates would be
exempt and not cause any distribution of Rights under the plan.

11. Profit Sharing and 401(k) Retirement Plan

We have a defined contribution profit sharing plan, which conforms to IRS provisions for 401(k)
plans. Our employees are eligible to participate in the plan upon employment and are eligible for the
Company maich upon enrollment in the plan. Participanis may contribute up to 15% of their gross
earnings 1o the plan. We match 50% of the first 4% of employee contributions and may make
additional contributions as determined by our Board of Directors.
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As a result of the Intentia acquisition, we have additional defined contribution and defined benefit
pension plans for certain of our employees. These plans generally provide pension benefits based on
years of service and compensation level. These defined benefit plans are not material to our financial
statements.

Our contributions to the defined contribution plans were approximately $12.9 million, $13.1 million
and $2.3 million for fiscal 2008, 2007 and 2006, respectively.
12. Income Taxes

Our profit before taxes consisted of the following components (in thousands):

Years Ended May 31,

2008 2007 2006
United States .. .. ... it $41,674 $ 33,693 § 39,724
International Operations . .................... 3,191 (40,230) (12,057)
Net income (loss) before income taxes . ........ $44,865 $ (6,537) $ 27,667

The provision for income 1axes consisted of the following components (in thousands):

Years Ended May 31,

2008 2007 2006

Current:

Federal .. ....... ... . .. o . $15,896 $11,240 $12,081

L 2,196 2,014 2,077

Foreign . ... ... . 0 i 4,467 (6,930) (848)
Total current provision . . . .. ....... ... ... ... .. 22,559 6,324 13,310
Deferred:

Federal .. .. ... ... ... . . i 3,508 2,395 (257)

Slate . . 1,582 97) (986)

Foreign ... ... ... ... .. ... 3,509 5,718 (359
Total deferred provision (benefit) . .. ............. 8,599 8,076  (1,602)
Total provision for income taxes . ... ............. $31,158 $14,400 $11,708
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A reconciliation of the expecied income tax provision at the U.S. statutory rate with the provision
for income taxes was as follows:

Years Ended May 31,
2008 2007 2006

Taxes computed at statutoryrate .. ....... ..., 35.0% 35.0% 35.0%
State taxes—net of federal benefits . . .. . ... ... ... .. ... .. 33 (19.1) 33
Foreign earnings at other than U.S, statutory rates . ... ... .. (9.3) 29 21
Unbenefitted foreign losses . .. ... ... ... ... .. ... 229 (195.0) —
Tax Credits .. .. ... .. {1.8) 94 (1.4)
Non-deductible expenses . ........ ... ... ... ... ... ... 34 (17.3) 14
Tax exempt income . ... .. it e e {0.6) 26 (0.8)
Domestic Manufacturer’s Deduction . .. ... ... ... ... .. (2.0) - -
Valuation allowance—capital losses . . .. ................. 15.8 — -
Valuation allowance—other .. ........... ... .......... (2.0) — 88
Other, net . . ... . e e 47 (38.8) (8.1)
69.4% (220.3)9%42.3%
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Temporary differences comprising our net deferred tax assets were as follows (in thousands):

Current:
Allowance for doubtful accounts . .. .. .. ... ..........
Accrued compensalion . . .. .. ..t e
Accrued liabilities and other. . . ... ... ... ... ... ..
Prepaid expenses .. .. ... ... ... .. o
Deferred revenue .......... ... . ... ..
Net operating loss carryforwards. . .. .................
Tax credit carryforwards . . . ... ... ... . . . oL

Total gross current deferred tax assets . ... ...........
Less valuation allowance .. ........................

Total net current deferred tax asset .................

Noncurrent:
Depreciation and amortization .. ....................
Identified intangible amortization ... .................
Stock-based compensation .. ..., ... e,
Original issue discount on convertible debt, net . . ... ... ..
Capital losses . ..... .. ... .. . i
Long-term lease and other . ... ............ ... .....
Deferred revenue .. ........ iy
Deferredrent . ......... ... . ..
Net operating loss carryforwards . ... ............. ...,
Tax credit carryforwards . . .. .. ... ... .. oL

Total gross noncurrent deferred tax assets .. ..........
Less valuation allowance . ............. ... ... .....

Total net non-current deferred tax assets . .. ..........

Total net deferred tax asset . . ......... ... ... ......

106

May 31,
2008 2007
$ 1,242 § 1,654
2,665 1,495
8,513 17,858
(4,475)  (3,608)
9,022 3,698
340 371
573 2,952
17,880 24,420
(8,440)  (11,594)
9,440 12,826
2,517 4,000
(12,262)  (14,732)
4,389 1,483
18,037 21,945
7,092 —_
1,451 1,030
3,158 4,955
864 1,091
96,841 86,064
31 360
122,118 106,196
(98,740)  (81,865)
23,378 24,331
$ 32818 § 37,157
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12. Inceme Taxes (Continued)

The following summarizes the rollforward of our deferred tax asset valuation allowance (in
thousands):

Balance, May 31,2005 . . .. .. ... i e $ 1,335
Acquired in business combinations .. ........ ... .. L L L 78,459
Release of domestic valuation allowance . ........................ (1,335)
Provisions for foreign valuation allowance . ... .................... 8218
Balance, May 31,2000 . . . . . ... .. e 86,677
Change due 10 revisions to purchase accounting ................... 2,248
Provision for domestic valuation allowance .. ..................... 360
Provisions for foreign valuation allowance . .. ... ... .. ........... 15,339
Utilization due to intercompany transfer . . .. ..................... (10,219)
Currency adjustment to opening balance . . ... ................. ... (946)
Batance, May 31, 2007 . . . . .. .. .. e e 93,459
Changes in allowances related to purchased tax assets . .............. (4,484)
Write off of net operating losses . . .. ...... ... ... ... ... ... ..... (2,756)
Provisions for domestic valuation allowance ...................... 6,732
Provisions for foreign valvation allowance ... ..................... 3,320
Currency adjustment to opening balance . . ... ....... ... ... ...... 10,909
Balance, May 31,2008 . . . . .. ... $107,180

Under the provisions of SFAS 109, and related interpretations, future period reductions to the
valuation allowance related to Intentia’s deferred tax assets that existed as of the date of acquisition of
Intentia are first credited against goodwill, then to other identifiable intangible assets existing al the
date of acquisition, and then, once the assets have been reduced to zero, credited to the income tax
provision. During fiscal 2008, we reversed $2.7 million of valuation allowance on acquired deferred tax
assets due 10 an improved outlook and forecasted earnings in two foreign countries. This valuation
allowance release resulted in no tax benefit 10 our operating results but rather a reduction o goodwill.
We also utilized approximately $1.8 million of fully reserved deferred tax assets acquired from Intentia
in various other countries. The utilized deferred tax assets relate to pre-acquisition net operating losses
(NOLs). The total of these two items is a reduction in valuation allowance of $4.5 million which is also
reflecied as a reduction in goodwill. (See Note 2, Summary of Significant Accounting Policies—Goodwill
and Other Intangibles).

In fiscal 2008, certain pre-acquisition foreign NOLs with a full valuation allowance were written off
in the amount of $2.8 million. During the course of the year, it was determined that a portion of the
foreign net operating losses in the amount of $1.7 million were not sustainable, so the NOL balance
and associated valuation allowance was reduced. The additional $1.1 million write-off of foreign NOLs
and associated reduction in valuation allowance was a resull of the finalization a foreign tax audit.

In fiscal 2008, we recorded a valuation allowance of approximately $7.1 million for a discrete item
related 1o a capital loss on the other-than-temporary impairment charge on our auction rate securities
for which no tax benefit is expected. This was slightly offset by some minor releases of valuation
allowances resulting in a net increase 1o our domestic valuation allowances of $6.7 million.
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12. Income Taxes (Continued)

In fiscal 2007, in conjunction with a component of a global legal restructuring plan, we realized a
$37.0 million gain for an intercompany transfer of intelleciual property. This tax gain was offset by
pre-acquisition net operating losses for which a full valuation allowance had been established as of the
date of the acquisition. As the NOL carryforwards utilized were fully reserved pre-acquisition losses,
their utilization resulted in a decrease to our valuation allowances and goodwill of $10.2 million (See
Note 2, Summary of Significant Accounting Policies—Goodwill and Other Intangibles).

With our adoption of SFAS 141(R) in fiscal 2010, any release of valuation allowance recorded
through purchase accounting in relation to our acquisitions will be included in our Consolidated
Statement of Operations rather than as an adjustment to goodwill.

We file income tax returns in the U.S. federal jurisdiction, and various states and foreign
jurisdictions. With few exceptions, we are no longer subject to ULS, federal, state and local, or non-U.S.
income tax examinations by tax authorities for years ending before May 31, 2004. The French taxing
authorities commenced an examination of our French tax returns for periods Janvary 1, 2005, through
May 31, 2007, in the 4th quarter of fiscal 2008 that is anticipated to be completed by the end of fiscal
2009. In addition to the French examination, there is limited audit activity in certain other jurisdictions.
While we believe we have adequately provided for all tax positions under examination, amounis
asserted by taxing authorities couid be greater or less than the accrued provision. We do not anticipate
that the adjustments would result in a material change to our financial position nor do we expect the
amount of unrecognized tax benefits or cash payments related to these obligations to significantly
change over the next 12 months. Because of the impact of deferred tax accounting, other than interest
and penalties, we believe any adjustments would not affect our annual effective tax rate but would
accelerate the utilization of net operating losses to the taxing authority to an earlier period.

We adopied the provisions of FIN 48 on June 1, 2007. As a result of the implementation of
FIN 48, we recognized approximately a $4.6 million increase in the liability for unrecognized tax
benefits, which was accounted for as a reduction to the June 1, 2007, balance of income taxes payable.

A reconciliation of the beginning and ending amount of unrecognized tax benefits was as follows
(in thousands):

Balance, May 31, 2007 .. .. ... .. $4,637
Increases for 1ax positions taken during a prior period. . .. ... ... ..., 244
Decreases for tax positions laken during a prior period .. ............ (469)
Increases based on tax positions related to the current period . ........ 1,345

Balance, May 31, 2008 . .. .. .. .. ... $5,757

We recognize interest accrued related to unrecognized tax benefits and penalties, if incurred, as a
component of tax expense. As of June 1, 2007, we did not have any required interest expense accrued
related to uncertain 1ax benefits given our prior years’ NOL carryforward position. During the year
ended May 31, 2008, we recognized approximately $0.3 million in interest and had approximately
$0.3 million accrued a1t May 31, 2008, which is inctuded in increases based on lax positions related to
the current period in the above table.

As of May 31, 2008, we had approximately $2.7 million and $1.4 million of U.S. federal and state
NOL carryforwards, respectively. As of May 31, 2007, we had approximately $2.1 million and
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$5.1 million of U.S. federal and state NOL. carryforwards, respectively, The federal and state losses
expire in 2008 through 2025 if not utilized. The NOL carryforwards are subject to an annual limitation
under Internal Revenue Code Section 382, but are expected o be fully realized. In addition, we had
approximately $0.9 million of federal and state research and development credits that expire in 2008
through 2027. There was no valuation allowance related to these deferred tax assets as of May 31,
2008.

As of May 31, 2008, we had approximately $354.0 million of foreign NOLs and $295.0 million as of
May 31, 2007, some of which expire in various years beginning in 2013, and some of which will carry
forward indefinitely depending on the jurisdiction. A valuation allowance has been provided against the
majority of the foreign NOLs.

We have a temporary tax ruling related to our Swiss finance company which provides for a reduced
income tax rate of approximaiely 9.0% and a reduced rate on capital taxes. We also have a temporary
tax ruling related to our Swiss shared service center which provides for a reduced income lax rate of
approximately 4.0%.

We have not provided U.S. income taxes on the excess of our book basis in the shares of our
foreign subsidiaries which is attributed primarily to purchase accounting and undistributed earnings of
these subsidiaries. U.S. tax has not been provided on this basis difference as it is considered permanent
in nature and is not expected to reverse in the foreseeable future, This basis difference could be subject
to additional U.S. tax upon the sale or liquidation of these subsidiaries, dividend repatriation, or other
events.

We are in the process of analyzing and refining our existing global intercompany financing
structure. Such refinements will result in a decrease of interest expense in various tax jurisdictions
including some where valuation allowances against foreign deferred tax assels have been released.

13. Commitments and Contingencies

We are involved in various other claims and legal actions in the normal course of business. We are
of the opinion that the outcome of such legal actions will not have a significant adverse effect on our
financial position, results of operations or cash flows. Notwithstanding management’s belief, an
unfavorable resolution of some or all of these matters could materially affect our future results of
operations and cash flows.

Employment Agreements
We have entered into various employment agreements with certain executives and other
employees, which provide for severance payments subject to certain conditions and events.

Operating and Capital Leases

We rent office space and certain office equipment under operating and capital leases. In addition
to minimum lease payments, the office leases require payment of a proportionate share of real estate
taxes and building operating expenses. Certain lease agreements include escalation clauses, The otal
amount of base rentals over the term of our leases is charged 10 expense on a straight-line method,
with the amount of the rental expense in excess of lease payments recorded as a deferred rent liability.
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Rent expense under operating leases was approximately $31.4 million, $27.0 million, and $16.4 million
for fiscal 2008, 2007, and 2006, respectively.

Future minimum lease payments under operating leases are as follows (in thousands):

2009 . L e $ 28,539
2000 L e 24,444
0L e e 21,483
200 e e e 19,134
1 15,247
Thereafter. . .. ... e e 14,481

Total minimum operating lease payments. . .. ................... $123,328

2000 L e e e $ 1,181
2000 L e 569
20l L e e 143
2012 e 83
Thereafter. . . ... e —

Total minimum capital lease payments . . . ................... ..., 1,976
Less amounis representing interest . . . . ... .. ... i (221)
Present value of net minimum obligations . . . ......... ... ... ... ... 1,755
Less current POMtION . . . . ... .o it e (1,043)

Long-term capital lease obligations . . ... .......... .. ... ..., $ 712

Indemnification and Guarantee Agreements

We license our software products to customers under end user license agreements and to certain
resellers or other business partners under business partner agreements. These agreements generally
include certain provisions for indemnifying our customer or business partner against losses, expenses
and liabilities from damages that may be awarded against them if our software, or the third-party-
owned software we resell, is found to infringe a patent, copyright, trademark or other proprietary right
of a third-party. These agreements generally limit our indemnification obligations based on industry-
standards and geographical parameters, and give us the right to replace an infringing product. The
maximum polential amount of future payments we could be required to make under these
indemnification agreements is unlimited; however, we believe our internal development processes and
other practices limil our exposure under these indemnification provisions. In addition, the invention
and nondisclosure agreements signed by our employees assign to us various intellectual property rights.
There is no pending litigation for which we are required to provide indemnification under these
agreements. As a result, we believe the estimated fair value of these agreements is minimal.
Accordingly, there are no liabilities recorded for these agreements as of May 31, 2008.
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We enter into services agreements with customers for the implementation of our software. We may
also subcontract these services to our business partners. From time to time, we include in these services
agreements, certain provisions for indemnifying our customer against losses, expenses and liabilities
from these services, including, for example, personal injury or tangible property damage. Lease
agreements and other contracts with our vendors may also impose similar indemnification obligations
on us for personal injury, tangible property damage or other claims. The maximum potential amount of
future payments we could be required to make under these indemnification agreements is unlimited;
however, we have general liability and umbrella insurance policies that enabie us 1o recover a portion
of certain amounts paid. There is no pending litigation for which we are required to provide
indemnification under these agreements. As a result, management believes the estimated fair value of
these agreements is minimal. Accordingly, there are no liabilities recorded for these agreements as of
May 31, 2008.

We have arrangements with certain vendors whereby we guarantee the expenses incurred by
certain of their employees. The lerm is from execution of the arrangement until cancellation and
payment of any outstanding amounts. Unless otherwise limited in the contract, we would be required to
pay any unsettled employee expenses upon notification from the vendor. The maximum potential
amount of future payments we could be required to make under these indemnification agreements is
not significant. As a result, management believes the estimated fair value of these agreements is
minimal. Accordingly, there are no liabilities recorded for these agreements as of May 31, 2008.

We have arrangements with certain of our customers whereby we guarantiee the products and
services purchased will operate materially and substantially as described in the documentation that we
provided.

When a customer purchases support for our software products, we generally warrant that those
products, then eligible for maintenance, will operate materially and substantially as described in the
documentation that we provided with that software. We also generally warrant that our services will be
provided by trained personnel and in a professional manner using commercially reasonable efforts. If
necessary, we provide for the estimated cost of product and service warranties based on specific
warranty claims and claim history.

Legal

On May 20, 2008, a punitive class action lawsuit was filed against us in the United States District
Court for the Southern District of New York on behalf of current and former business, systems, and
technical consultants. The suit, Crug, et. al,, v. Lawson Software, Inc. et. al,, alleges that we failed 1o .
pay overtime wages pursuanl to the Fair Labor Standards Act and stale law, and alleges violations of
state record-keeping requirements. The suit also alleges certain violations of ERISA and unjust
enrichment. Relief sought includes back wages, corresponding 401 (k) plan credits, liquidated damages,
penalties, interest and attorneys’ fees. Given the preliminary nature of the alleged claims and the
inherent unpredictability of litigation, we cannot at this time estimate the possible outcome of any such
action.

We have accumuiated information regarding Intentia customer claims and disputes that arose
before our acquisition of Intentia. The initial purchase accounting accrual for these claims and disputes
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was recorded in fiscal 2006. In fiscal 2007, we completed a thorough assessment of these claims and
obtained sufficient information to adjust the preliminary estimate of fair value for these claims and
disputes resulting in an incremental accrual of $12.8 million. In the third quarter of fiscal 2008, we
updated our estimated reserve requirements based on an analysis of the current status of negotiations
related 10 each unsetiled case and recorded a reduction to the reserve of $3.9 million. During the third
quarter we made some refinements in our resofution approach. This combined with some favorable
results drove the reduction in the estimated reserve. The original charge to establish the reserve and
the subsequent adjustment in fiscal 2007 were recorded to goodwill as part of the purchase accounting
related to our acquisition of Intentia. The reduction in the reserve was recorded in General and
administrative expenses in our Consolidaled Statements of Operations for fiscal 2008, as the reduction
occurred outside the period in which adjustments to such purchase accounting was allowed. The
applicable reserve is recorded at present value and is expected to be consumed through a combination
of cash payments, accounts receivable write-offs and free services over the next 12 to 15 months.
Because the reserve is recorded at preseni value, an aggregate $0.6 million and $1.7 million of interest
accretion was recorded in fiscal 2008 and 2007, respectively. As May 31, 2008 and 2007, we had
reserves recorded of approximately $7.4 million and $18.3 million, respectively, related to the Intentia
disputes that arose before the acquisition (see Note 4, Business Combinations). We expense our defense
costs during the period when incurred. If the aggregate settlement costs or judgments exceed the fair
value estimate established as part of the purchase price adjustment, the overage would be expensed in
the period when incurred.

We are subject to various other legal proceedings and the risk of litigation by employees,
customers, suppliers, stockholders or others through private actions, class actions, administrative
proceedings or other litigation. While the outcome of these claims cannot be predicted with certainty,
we do not believe that the ocutcome of any of these legal matters will have a material adverse effect on
our consolidated financial position, results of operations or cash flows. However, depending on the
amouni and the timing, an unfavorable resolution of some or all of these matters could materially
affect our future results of operations or cash flows in a particular period.

IBM Agreement

In fiscal 2005, the Company and International Business Machines Corporation (IBM) entered into
an OEM Software Agreement that was modified in the second quarter of 2006 and again in the third
quarter of 2007 and a Master Relationship Agreement (MRA). Under these agreements, we resell our
business applications in conjunction with IBM’s open standards-based software, and the companies
jointly market these software solutions. The MRA governs the joint marketing activities and has a
three-year term. During the term of the modified OEM Software Agreement, we pay royalties to IBM
for the licensing of IBM programs to each applicable existing and new Lawson customer, and pay IBM
annual maintenance fees for each applicable Lawson customer. The modified OEM Software
Agreement has an initial term of three years, commencing September 2005, and may be extended by
Lawson for two additional one-year terms. During the initial three-year term, we agreed to pay certain
minimum quarterly and annual royalties to IBM. Total commitmenis under the modified OEM
Software Agreement approximate $9.5 million over the three-year term. We may elect (o terminate the
OEM Software Agreement for convenience upon 90 days advance notice to IBM. If we elect early
termination at any time during the three-year term, the terms of the Agreement require us to pay IBM

112



LAWSON SOFTWARE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(in thousands, except share and per share data)

13. Commitments and Contingencies (Continued)

any unpaid minimum royalties through the date of termination plus a prorated share of the guaranteed
annual minimum payment due for the year in which the termination occurred. As of May 31, 2008, the
remaining minimum obligation under the OEM Sofiware Agreement was $0.6 million related to new
license customer royalty fees.

Symphony Agreement (former Intentia)

In May 2005, former Intentia entered into a Master Offshoring Agreement (the Agreement) with
Symphony Service Corp., referred to as Symphony Services, an affiliate of Symphony Technology
Group, LLC (a shareholder of Lawson), and Symphony Technology 11-A,L.P, pursuant to which
Symphony Services agreed to provide Intentia both product development and customer support
resources for an initial five year term. The agreement was not affected by the consummation of the
business combination with Lawson. It is believed that the Agreement will enable us to achieve
significant quality improvements and better customer service without increasing total spending on
product development and customer support and was part of a business transformation plan approved
by Intentia in July 2004. Under 1erms of the Agreement, we were contractually obligated to pay for a
stated minimum level of resources employed for the first three years of the Agreement, after which
either party may terminate the Agreement by delivery of a six-month advanced written notification. No
such notification had been provided as of May 31, 2008. For the remaining two years of the term of the
Agreement which ends in May 2010, we are not contractually obligaled to pay for a stated minimum
level of resources. However, we are precluded from reducing the level of such services by more than
25% from one quarter 10 the next. Therefore, as of May 31, 2008, the estimated remaining minimum
obligation level under the Agreement was $1.3 million. Romesh Wadwani is a member of the Board of
Direciors of Lawson and is a partner of Symphony Technology Group, LLC.

IBM Agreement (former Intentia)

In May 2005, Lawson Inlernational (former Intentia) entered into a Master Offshoring Agreement
(the IBM AB Agreement) with IBM Svenska AB (IBM AB) in which IBM AB agreed 1o provide
Lawson International cost efficient, high quality software development services and governs the joint
development activities. The IBM AB Agreement had an initial term of five years, and could be
extended in one or more additional eighteen month period(s), provided that the parties mutually agree
to such renewal in writing at least six month prior to the expiration of the then-current term. The IBM
AB Agreement was not affected by the consummation of the business combination with Lawson. For
the duration of the term of the IBM AB Agreement, we were obligated to provide minimum staffing
levels and resources defined by the IBM AB Agreement at an annual cost of approximately
$1.2 miilion. After completion of two and a half years from the IBM AB Agreement date, we could
terminate the IBM AB Agreement for convenience with six month advance writien notice. However, if
the IBM AB Agreement is terminated for convenience before the completion of five years, we were
obligated to pay IBM AB any unpaid amounts due for services performed up 1o the termination or the
minimum staffing levels, whichever is greater. We elected to terminate the IBM AB Agreement and
provided applicable notice during fiscal 2008 and the IBM AB Agreement terminated as of May 4,
2008. As of May 31, 2008 our tolal remaining minimum obligation under the IBM AB Agreement was
less than $0.1 million relating to the early termination.
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14, Segment and Geographic Areas

We view our operations and manage our business as one reportable segment, the development and
marketing of computer software and related services including consulting and maintenance and
cusiomer support. Factors used to identify our single operating segment include the financial
information available for evaluation by our chief operating decision maker in making decisions about
how to allocate resources and assess performance. In an effort 1o achieve greater operational scale and
leverage costs with our acquisition of Intentia, we have continued to integrate the operations that
support the Intentia M3 products and the legacy Lawson 53 products under one leadership structure.
As a result, the financial information utilized to evalvuate our business operations combines M3 and 83
initiatives for all vertical markets for product sales, consulting services and maintenance and customer
support. We market our products and services through our offices in the U.S. and our wholly-owned
branches and subsidiaries operating in the Americas, EMEA, and APAC.

The following table presents our revenues summarized by geographic region for the periods
indicated (in thousands):

Geographic Region

Americas APAC EMEA Total
Fiscal 2008
License fees . ... ...... ... ... ... $ 69,837 § 8,005 § 54314 $132,156
Services:
Maintenance ........ ... . et -- 217,728 9,685 109,366 336,779
Consulting ... ............ ... ... 153,658 14,679 214,654 382991
Total services .. ............... 371,386 24,364 324,020 719,770
Total revenues . ......cov v . $441,223  $32,369 $378,334 $851,926
Fiscal 2007
License fees . ........coueinn. ... $ 68218 § 2,104 § 35539 $105,861
Services:
Maintenance .. ... ... .. .. 199,924 6,685 85,048 291,657
Consulting .. .......... .o 141,814 15004 196,052 352,870
Total services ................. 341,738 21,689 281,100 644,527
Total revenues . ................. $409,956 $23,793 $316,639 $750,388
Fiscal 2006
License fees .. ............ .. ..... $69248 $ 77 % 1,751 § 71,076
Services:
Maintenance .............. ..., 176,267 561 11,327 188,155
Consulting . . ................... 106,764 1,771 23,010 131,545
Total services .. ......cvv ... 283,031 2,332 34,337 319,700
Total revenues . ... .............. $352,279 § 2,409 § 36,088 $390,776
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The following table presents our long-lived tangible assets, consisting of property and equipment
net of accumulated depreciation, summarized by geographic region (in thousands):

Geographic Region

Americas APAC EMEA Total
Asof May 31,2008 ................... $18,608 $8,548 $17.888 $45,044
Asof May 31,2007 .. ... ...... ... ... $ 9.873 $4,149 $16,857 $30,879

The following 1able sets forth revenues and long-lived tangible assets by country for the periods

indicated (in thousands):

Revenues(1)

United States
Sweden . ...

Years Ended May 31,
2008 2007 2006

............................ $429,504 $391,686 $343.275
............................ 113,328 98,277 —

All other countries(2) . ..................... 309,094 260,425 47,501

Total revenues

.......................... $851,926 $750,388 $390,776

As of May 31,

Long-lived tangible assets(1) 2008 2007

United States

...................................... $18,530 § 9,758

Sweden ... e e e e 11,551 11,353
Philippines . . .. .. .. .. e e 6,989 2,915
All other countries(2y . . .. ... . ... . ... . i 7.974 6,853

Total long-lived tangible assets . . . ..................... $45,044 $30,879

(1) Revenues are attributable to countries based on the location of our customers.

{2) No other country reported revenues exceeding 10% of consolidated revenues or long-lived tangible
assets exceeding 10% of consolidated long-lived 1angible assels. In those fiscal years when a
country’s revenues or long-lived tangible assets were less than 10% of the consolidated totals,
applicable amounts are included in “All other countries.”

15. Related Parties

On Juiy 31, 2007, we repurchased 1.1 million shares of our common stock from the Lawson Family
Investment Company, Ltd., an entity affiliated with H. Richard Lawson, founder, co-chairman and a
director of the Company. In addition, 2.9 million shares were purchased from Symphony Technology
Group, a principal stockholder of the Company. Dr. Romesh Wadhwani is co-chairman and a director
of the Company and the founder and managing partner of Symphony Technology Group. These shares
were purchased at $9.20 per share. These repurchases were approved by all of our directors who had
no personal financial interest in the transactions, and the repurchases were each part of our board-
authorized stock buyback program.
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Effective April 27, 2007, Lawson International AB, a subsidiary of Lawson, entered into a two-year
nonexclusive reseller agreement with Symphony Service Corp. (India) Pvt Ltd (Symphony Services
India) for the territory of India (the Non-Exclusive India Reseller Agreement). Under the
Non-Exclusive India Reseller Agreement, Symphony Services India may distribute, sublicense and
service products of Lawson and its subsidiaries to customers of Symphony Services India in India, in
consideration of payment of the applicable reseller fees to Lawson. The Non-Exclusive India Reseller
Agreement supersedes and replaces an exclusive reseller agreement for India that was signed in 1998
between Intentia International AB and Intentia South Asia Pct, Ltd, India (Intentia India), and
assigned by Intentia India to Symphony Services India in March 2005. Romesh Wadhwani is a member
of our Board of Directors and is principal stockholder of Symphony Services India and Lawson
(indirectly through other companies affiliated with Symphony Services India and separately disclosed
under Schedule 13D/G). The Non-Exclusive India Reseller Agreement is based on the standard form of
non-exclusive reseller agreement we used with non-affiliated resellers. The Non-Exclusive India Reseller
Agreement was approved by management of Lawson, our Audit Committee, and by our Board of
Directors (with Mr. Wadhwani abstaining), because it was determined that the new agreement
(i) eliminated exclusivity and is for a shorter term than the former agreement, (ii) reflects Lawson’s
current standard terms for non-affiliated resellers and (iii) does not represent a conflict of interest.
During fiscal 2008 and 2007, we paid Symphony Services India $1.3 million and $0.2 million,
respeclively.

On May 15, 2006, Lawson and Symphony Technology Group, LLC (Symphony), a principal
stockholder of the Company, entered into a three month consulting agreement, under which an
employee of Symphony provided us part time project management services. We paid all out-of-pocket
expenses but did not pay any fees for the employee services. Amounts paid to Symphony during fiscal
2007 under the agreement were nominal. Romesh Wadwani is a member of our Board of Directors and
is a partner of Symphony. Mr. Wadhwani did not personally perform any of the services under the
consulting agreement.

In May 2005, Intentia entered an agreement with Symphony Service Corp. (Symphony Services),
an affiliate of Symphony Technology Group, LLC, pursuant to which Symphony Services agreed to
provide Intentia both product development and customer support resources for an initial five year
term. Intentia believed this agreement will help enable it 1o achieve significant quality improvements
and better customer service without increasing total spending on product development and customer
supporl and was part of a business transformation plan approved by Intentia in July 2004. The
agreement was not affected by the consummation of the business combination with Lawson. During
fiscal 2008 and 2007, we paid Symphony Services $5.9 million and $7.0 million, respectively.
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16. Supplemental Quarterly Financial Information (Unaudited):

Summarized quarterly supplemental consolidated financial information for fiscal 2008 and 2007

were as follows (in thousands):

Fiscal 2008
Total revenues .......... .. ... . . i
Grossprofit .. ....... ... .. .. . . ... ... ...
Restructuring ... ... ... ... .. .o i
Operating expenses (excluding restructuring) .......
Income before income taxes ...................
Netincome. ........ ...ttt
Net income per share:
Basic ........ .. e
Diluted .. ..... ... ... .

Fiscal 2007
Total revenues . ......... ..t
Grossprofit . ....... ... .. . .. .. . .,
Restructuring . ... ... .. ... . . i
Operating expenses (excluding restructuring) .......
Income (loss) before income taxes .. .. ... ... L.,
Net income (loss) .. ...... ... ... ...
Net income (loss) per share:

Basic ...... ... .. e

Quarter Ended

August 31, November 30, February 29, May 31,
2007 2007 2008 2008
$187,408  $218,602 $212,887 $233,029

93,769 111,001 110,685 123,551
(145) 80 (137) (529)
88,516 96,137 94,416 106,590
9.979 11,148 10,609 13,129
5,581 3,723 727 3,676
$ 003 §$§ 002 $ 000 $ 002
$ 003 % 002 $ 000 §$ 002
Quarter Ended
August 31, November 30, February 28, May 31,
2006 2006 2007 2007

$161,837  $184,493 $191,207 $212,851
72,373 84,357 91,486 102,852
3,392 (32) 11,540 583
85,596 87,043 88,303 93,286
(13,249) 678 (6,934) 12,968
(15,792) (3,509) (9,768) 8,132
$ (008) $ (0.02) $ (005 $ 0.04
$ (008) § (0.02) $ (005 $ 0.4

No cash dividends have been declared or paid in any period presented.
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4.3(3) First Amendment to the Rights Agreement dated June 2, 2005

4.4(1) Certificate of Designations of Series B Junior Participating Preferred Stock of the
Company

4.5(14) Indenture between the Company and The Bank of New York, as trustee, dated as of
April 23, 2007 (including Form of 2.50% Senior Convertible Note due 2012)

4.6(14) Registration Rights Agreement between the Company and Lehman Brothers Inc. and
Citigroup Global Markets Inc., dated as of April 23, 2007

4.7(5) Registration Rights Agreement, dated February 23, 2001, between the Company and the
stockholders, investors and founders named therein

10.1(5) Amended and Restated 1996 Stock Incentive Plan

10.2(6) Amended and Restated 2001 Stock Incentive Plan

10.3(8) Form of Stock Option Agreement under 1996 or 2001 Stock Incentive Plan

10.4(8) Form of Stock Option Agreement under 1996 or 2001 Stock Incentive Plan (with
additional terms regarding acceleration of vesting)

10.5(1) Form of Restricted Stock Unit Award Agreement under 1996 Stock Incentive Plan

10.6(7) Form of Manifesto Stock Option Agreement under 2001 Stock Incentive Plan

10.7(3) Notice of Amendment of “Out-Of-The-Money” Stock Options Held by Officers Subject
to Section 16 of the Securities Exchange Act as of June 1, 2005

10.8(8) 2001 Employee Stock Purchase Plan {Amended and Restated as of October 26, 2006)

10.9(7) Executive Change in Control Severance Pay Plan for Tier 1 Executives (Effective
January 17, 2005)

10.10(3) Employment Agreement dated June 2, 2005 between the Company and Harry Debes

10.11(3) Stock Option Agreement dated June 2, 2005 between the Company and Harry Debes

10.12(3) Restricted Stock Award Agreement dated June 2, 2005 between the Company and Harry
Debes

10.13(17) Form of Addendums to Employment Agreement with Harry Debes, effective October 4,
2005 and June 1, 2006

10.14(9%) Amendment to Option Agreement dated October 11, 2006 between the Company and
Harry Debes, amending the Option Agreement dated June 2, 2005

10.15(16) Employment Agreement dated October 5, 2006 between the Company and Robert A.
Schriesheim

10.16(16) Stock Option Agreement dated October 5, 2006 between the Company and Robert A.
Schriesheim

10.17(17) Form of Restricted Stock Award Document under 2001 Stock Incentive Plan

10.18(5) Lease of real property located at 380 St. Peter St., St. Paul, MN 55102

10.19(4) Meodified Master Relationship Agreement and an OEM Software Agreement between the
Company and International Business Machines Corporation, extended through August 8,
2008

10.20(11) Value Added Reseller Agreement, effective January 29, 2004, between the Company and
Micro Focus International Holdings LTD, Inc. and its Affiliates

10.21(1) Reseller Agreement between the Company and Business Objects, a SAP Company

10.22(1) Amended and Restated Reseller Agreement between StreamServ, Inc. and Intentia

International AB (now known as Lawson International AB)
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Number Description

10.23(12) Non-Exclusive India Reseller Agreement, dated April 27, 2007, between Lawson
International AB and Symphony Service Corp. (India) Pvt Ltd.

10.24(13) Consulting Agreement between the Company and Symphony Technology Group, LLC
dated May 15, 2006

10.25(1) Master Offshoring Agreement dated May 5, 2005 between Intentia International AB and
Symphony Service Corporation

10.26(14) Purchase Agreement among the Company, and Lehman Brothers Inc. and Citigroup
Global Markets Inc., dated as of April 19, 2007

10.27(14) Confirmation of Convertible Note Hedge Transaction, dated April 17, 2007

10.28(14) Confirmation of Warrant Transaction, dated April 17, 2007

10.2930(15) Amendment No. | (adopted June 26, 2007) to the Lawson Software, Inc. Executive
Change in Control Severance Pay Plan for Tier 1 Executives

10.30(17) Amendment No. 2 (adopted November 8, 2007) to the Lawson Software, Inc. Executive
Change in Conlrol Severance Pay Plan for Tier 1 Executives

10.31(17) Amendment to 2001 Stock Incentive Plan (adopted July 10, 2008) 1o allow for awards of
restricted stock units under the plan

10.32(17) Employment Agreement, as amended Janvary 17, 2008, with Guenther Tolkmit

10.33(17) Employment Letter, dated July 26, 1999, with Bruce B. McPheeters

12.1(17) Statement of Computation of Ratio of Earnings to Fixed Charges.

21.1(17) Subsidiaries of Lawson Software, Inc.

23.1(17) Consent of PricewaterhouseCoopers LLP

23.2(1) Consent of Appraisal Firm

24.1 Powers of Attorney (included on signature page)

31.1(17) Certification Pursuant to Section 302 of Sarbanes-Oxley Act—Harry Debes

31.2(17) Certification Pursuant to Section 302 of Sarbanes-Oxley Act—Robert A. Schriesheim

32.1017) Certification Pursuant to Section 906 of Sarbanes-Oxley Act—Harry Debes

32.2(17) Certification Pursuant to Section 906 of Sarbanes-Oxley Act—Robert A. Schriesheim

(1) Incorporated by reference to the Form 10-K filed on August 29, 2006.

(2) Incorporated by reference (o the Form 8-A filed on July 28, 2004,

(3) Incorporated by reference to the Form 8-K filed on June 7, 2003,

(4) Incorporated by reference to the Form 10-Q filed on April 9, 2007.

(5) Incorporated by reference to the predecessor’s Form S-1 Registration Statement (File
No. 333-63394) filed on June 20, 2001.

(6) Incorporated by reference to the predecessor’s Amendment No. 2 to the Form S-1 Registration
Statement filed on October 26, 2001.

{7) Incorporated by reference to the Form 8-K filed on January 19, 2005.

(8) Incorporated by reference to the Form 10-Q filed on January 7, 2005.

(9) Incorporated by reference to the Form 8-K filed on October 17, 2006.

(10) Incorporated by reference 1o the Form 8-K filed on July 31, 2006

(11) Incorporated by reference to the Form 10-Q filed on April 12, 2004,

(12) Incorporated by reference to the Form 8-K filed on May 3, 2007.

(13) Incorporated by reference to the Form 8-K filed on May 17, 2006.
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(14) Incorporated by reference to the Form 8-K filed on April 23, 2007.
(15) Incorporaled by reference to the Form 8-K filed on June 28, 2007,
(16) Incorporated by reference to the Form 10-Q filed on October 10, 2006.
(17) Filed herewith.
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LAWSON SOFTWARE, INC.

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Fiscal Years Ended May 31,

Exhibit 12.1

(Tn thousands, except ratios) 008 006 2005 2004
Fixed Charges:

Interest expense on indebtedness h 8,844 4134 § 53 49 $ 70
Rent interest factor (1) 10,467 8,994 5.454 4,733 4,800
Total fixed charges $ __193il 13,128 § 5,507 4782 § 4,870
Eamings:

rInmme (loss) before provision for income

| taxes $ 48,781 {6,537) § 27,667 8,117 $ 15,314
Fixed charges 19,311 13,128 5,507 4,782 4,870
[Total earnings $ 68092 63591 $__ 33174 12899 § 20184
Ratio 3.53 0.50 6.02 2.70 4.14

(1) Approximately 1/3 of the rent expense is deemed representative of the interest factor




SUBSIDIARIES OF LAWSON SOFTWARE, INC
As of May 31, 2008

Subsidiary Corporation

Exhibit 21.1

Jurisdiction

Lawson Software Amencas, Inc. Delaware
Lawson Software USA, Inc., subsidiary of Lawson Sofiware, Inc. Delaware
Lawson Technologies, Inc., subsidiary of Lawson Software, Inc. Delaware
Accountd, Inc., subsidiary of Lawsen Software, Inc. Delaware
Apexion Technologies, Inc Delaware
Closedioop Solutions, Inc. Delaware
Computer Assessment Systems LLC Delaware
Lawson PLM, LLC Delaware
Lawson Software, Inc. Delaware
Lawson WFM, LLC Delaware
Lawson Software Africa (Proprietary) Ltd. Africa
Voto Pty Ltd Australia
Lawson Software Australia Pty. Ltd. Australia
Lawson Software Services Pty. Ltd. Australia
Lawson Software Austria EDV-Beratungs Gesm.b.h. Austria
Intentia Consulting do Brzail Lida. Brazil
Lawson Software Shanghai Software Technology Co. Ltd. China
Intentia CZ a.s. Czech Republic
Lawson Software Danmark A/S Denmark
Lawson Software Research and Development A/S Denmark
Lawson Software Ltd. England
Lawson Software Finland Oy Finland
Keyola Corporation Florida
Lawson Software France SARL France
Lawson Software Consulting France SAS France
Lawson Software Deutschland GmbH Germany
Lawson Software GmbH - former Lawson Germany
Lawson Software Ireland Ltd. Iretand
Lawson Software Consulting Italy SRL Italy
Lawson Software Japan K K Japan
Lawson Americas Mexico, S. DER.L. DEC.V. Mexico
Lawson Software Mexico, S. dr R.L.de C.V. Mexico
Lawson Software Benelux B.V. Netherlands
Lawson Software Netherlands B.V Netherlands
Lawson Software New Zealand Ltd. New Zealand
Lawson Software Norge AS Norway
Lawson Philippines Support Center Philippines
Lawsan Software Polska Sp.z o.0. Poland
Intentia Consulting Portugal Informitica SA Portugal
Lawson Software Asia Pacific Pte Ltd. Singapore
Lawson Software Consulting S.A.U. Spain
Lawson International AB , ) Sweden
Lawson Software Research and Development AB (not active) Sweden
Killvex AB Sweden
Lawson International AB - Branch Switzerland Sweden
Lawson Software Sweden AB Sweden
Lawson Software (Switzerland) Vaud Sarl Switzerland
Lawson Software Finance SA Switzerland
Lawson Software Switzerland A.G. Switzerland

Lawson Software Limited

MINORITY OWNED SUBSIDIARIES
Lawson Software Thailand Co. Lid.
Scase AS

United Kingdom

Thailand

Norway

@



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statement on Form S-8 Nos.333-91160 and
333-74842 and on Form S-3 No. 333-145513 of Lawsen Software, Inc. of our report dated July 11, 2008 relating to the
financial statements and the effectiveness of internal control over financial reporting, which appears in this Form 10-K.

/s/ PRICEWATERHOUSECOOPERS LLP
Minneapolis, Minnesota
July 11, 2008




Exhibit 31.1

Certification of Chief Executive Officer

1, Harry Debes, certify that:

1.
2.

| have reviewed this annual report on Form 10-K of Lawson Sefiware, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a materia} fact or omit to state a

material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this report;

3

Based on my knowledge, the financial statements, and other financial information included in this report, fairly

present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4.

The registrant’s other certifying officer and [ are responsible for establishing and maintaining disclosure controls

and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)

b)

<)

d)

5.

Designed such disclosure controls and procedures or cause such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report
is being prepared;

Designed such internai control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
pnnciples;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period covered by
this report based on such evaluation;

Disclosed in this report any change in the registrant's internal controi over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the fourth fiscal quarter in the case of an annual report) that has
materially affected or is reasonably likely to materially affect the registrant’s internal control and financial
reporting; and

The rcglstrant s other certlfymg officer and | have disclosed, based on our most recent evaluation of internal control

over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a)

b}

All significant deficiencies and material weaknesses in the design or operation of internal control aver financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
repert financial information; and

Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: July 11, 2008

/s HARRY DEBES
Harry Debes
President, Chief Executive Officer, and Director




Exhibit 31.2
Certification of Chief Financial Officer
I, Robert A. Schriesheim, certify that:
1. 1have reviewed this annual report on Form 10-K of Lawson Software, Inc_;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over reporting (as defined in
Exchange Act Rules 13a-15(f) and 15d-15(f}) for the registrant and have:

a) Designed such disclosure controls and procedures or cause such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report
is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period covered by
this report based on such evaluation;

d} Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during
the registrant’s most recent fiscal quarter (the fourth fiscal quarter in the case of an annual report} that has
materially affected or is reasonably likely to materially affect the registrant’s internal control and financial
reporting; and

5. The registrant’s other ccmfymg officer and 1 have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: July 11, 2008

/st ROBERT A. SCHRIESHEIM

Robert A. Schriesheim

Executive Vice President Chief Financial Officer,
and Director




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report of Lawson Software, Inc. (the “Company”) on Form 10-K for the period ended
May 31, 2008 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), 1, Harry Debes,
President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to
Section 306 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s HARRY DEBES
Harry Debes
President, Chief Executive Officer, and Director

July 11, 2008




A

Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report of Lawson Software, Inc. (the “Company™) on Form 10-K for the period ended
May 31, 2008 as filed with the Securities and Exchange Commission on the date hereof (the “Report™), 1, Robert A.
Schriesheim, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d} of the Securities Exchange Act of 1934;
and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

/s/ ROBERT A. SCHRIESHEIM

Robert A. Schriesheim

Executive Vice President and Chief Financial
Officer and Director

July 11, 2008




